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PREFACE 

This volume is based upon the contents of the standard college 
textbooks in American economic histor)'. It presents in succinct 
form and in the most common organization the essential facts 
about the economic development of the American people. While 
prepared as a summary or digest of the subject, suitable for study 
and review in conjunction with any standard text, the book has 
a unity and an organization which permit its independent use. 

Economic history, like other inter-disciplinary fields of study, 
presents a special problem to the instructor and the student. The 
contents of textbooks and the character of college courses in this 
subject area are determined to an unusually large extent by the 
interests of individual authors and instructors. Since historians 
and economists, and numerous specialists within these professional 
groups, teach courses in this subject, there are likely to be dif¬ 
ferent emphases and methods of organization. The author of this 
volume, guided by some years of experience in teaching American 
economic history, has therefore tried to include several emphases 
and to summarize the points regarded as most significant by the 
historians, economists, and specialists. 

For summaries of related subjects, the reader is urged to con¬ 
sult the following books in the College Outline Series: 

American Colonial and United Slates to 1S65 

Revolutionary History United States since 1865 

Business and Government Business Management 

Markecing Labor Problems and Trade 

Dictionary of Economics Unionism 

Nezu Dictionary of American Politics 

The author wishes to express appreciation to Dr. Samuel Smith, 
Editor of Barnes and Noble, Inc., and to the Editorial Staff of 
Barnes and Noble, Inc. for innumerable suggestions and careful 
supervision of the preparation of the manuscript. 

Francis G. Walett 
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THE PHYSICAL BASIS OF UNITED STATES 

ECONOMIC HISTORY 


The American physical scene, however wealthy, has not by 
itself provided for all the needs of the people. Americans have 
therefore labored to adapt the gfifts of nature in order to supply 
their needs better. United States economic history is the story 
not only of man’s conquest of nature but also of nature’s 
influence on man. 

PHYSIOGRAPHIC INFLUENCES 

Physical factors have been of importance throughout our 
economic development. Early settlements were located along 
the harbors and rivers of the Atlantic Coast; river valleys and 
mountain gaps pointed the way westward; natural resources 
facilitated the development of, and often determined the loca¬ 
tion of, certain economic activities. The struggle with nature 
left its mark upon the original European settlers of America 
and contributed to the development of the American character. 
Political, social, and economic attitudes have frequently re¬ 
flected the physical environment; concern with the conquest 
of nature has produced a pragmatic and utilitarian outlook on 
life; extensive resources have encouraged tenacious optimism. 

GEOGRAPHIC REGIONS AND CLIMATE 

The United States occupies that part of North America lying 
roughly between the 25th and 49th parallels, an area of 3,026,- 
789 square miles. (In addition to Continental United States, 

I 
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there are territories and other non-contiguous areas contain¬ 
ing about 600,000 square miles.) 

Geographic Regions. There are five main geographical divi¬ 
sions, or natural regions of the United States. 

The eastern coastal plain lies between the Atlantic Ocean 
and the Appalachian Mountains. Numerous rivers cross this 
plain, but few, except the Delaware and the Hudson, are navi¬ 
gable far inland. The eastern coast is interrupted by many 
bays, inlets, and excellent harbors. Agriculture was of some 
significance in this region in the early period, but commerce, 
business, and finance are now most important. 

The Appalachian highland, just west of the coastal plain, 
extends from northern New England to Alabama, and is 
roughly 300 miles wide. It includes much good upland farm 
land as well as numerous fertile valleys, both east and west of 
the mountains. Rapid rivers provide water power, and mineral 
and oil deposits have facilitated the rise of industry. 

The Mississippi Valley reaches from the .Appalachian high¬ 
land to the eastern edge of the Rocky Mountains. The central 
portion, the granary of America, is fed and drained by the 
mighty Mississippi River and its many tributaries. On the 
Great Plains, just east of the Rockies, the scarcity of rainfall 
makes agriculture difficult or impossible. Iron deposits in 
the western Great Lakes area have permitted the rise of 
manufacturing. 

The Cordillera region extends from the Rocky Mountains 
we.stward to the Sierra Nevada and Cascade ranges, with an 
intervening arid plateau. Rainfall is insufficient to support 
agriculture, and dry farming and irrigation are able to make 
only a small fraction of the region arable. There are highly 
valuable deposits of copper, gold, silver, iron, coal, and 
uranium. 

A narrow section along the Pacific Coast is made up of low 
mountains and a thin plain. A few rapid rivers are sources ot 
water for irrigation and hydroelectric power. Until the recent 
growth of industry, this region was chiefly noted for its fruits, 
vegetables, timber, and fish. 

Climate. All of the United States lies within the Temperate 
Zone and therefore enjoys the type of climate best suited to 
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human effort. Average temperatures range from 40 to 70 
degrees, insuring climatic conditions conducive to great physi¬ 
cal and mental exertion. Conditions are similar to those of 
luiropc, where other highly civilized societies have developed, 
and the conquest of the North American continent has pro¬ 
duced a hardy, energetic, extremely self-reliant people. The 
average annual rainfall is 26.6 inches, with the amount in dif¬ 
ferent areas varying from 5 inches in Utah to 60 inches in parts 
of California and the Gulf states. (The amount ordinarily es¬ 
sential for agriculture is 20 inches.) Conditions for agriculture 
are best east of the lOOth meridian where rainfall averages 
between 20 and 60 inches annually. The arid Great Plains and 
the Cordillera region have less than 20 inches. Lack of rain¬ 
fall is geographically the most important single factor in the 
economic history of the Great Plains. 

NATURAL RESOURCES 

The United States is blessed with abundant and diversified 
natural resources. These include productive soil, forests, 
minerals, fish and game, and water power. 

Soil, Soil, the most basic resource, is varied. About 40 per 

cent of the land is arable, but differences in soil and climate 

permit the raising of a wide variety of crops. Alluvial soil 

along southern rivers is very fertile. Throughout northern 

and eastern North America, as far south as the Ohio River, 

glacial action did much to determine the type of soil. Glaciers 

sometimes scraped off the surface soil and covered the land 

with boulders as in New England, but at other times left very 

fertile land behind as in the corn belt of the Midwest, where 

the mixture of topsoil and subsoil resulted in highly productive 
land. 

Forests. The luxuriant forests of the United States have 
been an invaluable asset throughout American history. Origi¬ 
nally almost all of the land east of the Mississippi River was 
covered by thick forests. In the north the softwoods are most 
prevalent, but some hardwoods are found. A central hardwood 
belt stretches from the Great Lakes to northern Alabama, and 
■along the Gulf of Mexico the forests produce mixed woods. 
West of the Mississippi River, except for scattered parts of the 
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Cordillera region, the land is barren of trees. Along the north¬ 
ern Pacific Coast there is a heavy growth of valuable fir trees. 

Minerals. The United States has vast supplies of the mineral 
resources needed in modern industrial society. Petroleum, the 
most valuable mineral, is found in three main areas; the Ohio 
X’^alley and midcontinent fields; the coastal region of Louisi¬ 
ana and Texas; and California. Coal is second in value among 
minerals. The anthracite of Pennsylvania is the most im¬ 
portant known anthracite resource in the world. Bituminous 
deposits have been found in the Appalachian area from Penn¬ 
sylvania to Alabama and in several Mississippi \'alley states. 
Bituminous is mined in 28 states. Known iron resources al¬ 
most equal those of the rest of the world. Iron is found in every 
state, but the Lake Superior region produces nine-tenths of 
United States iron ore. The region of Birmingham, Alabama, 
ranks second in the production of iron. The greatest supply of 
copper is found in Arizona, but there are substantial deposits 
in many western states. Other mineral resources include zinc, 
lead, aluminum, gold, silver, and uranium. 

Fish and Game. Abundant fish and wild game were of 
greater importance in our earlier history than at the present 
time. In the colonial period fish was the most important staple 
product of New England. Plentiful supplies of fish are still 
available in both the north Atlantic and the north Pacific. 
Bison and deer were once useful for their hides and as food; 
beaver and other fur-bearing animals were hunted for their 
pelts. Today we depend upon domesticated animals for meat 
and hides, and wild animals, greatly reduced in numbers, are 
valued chiefly for their furs. 

Water Power. The numerous waterways of the United 
States have been important highways of commerce, and they 
also have provided an inexhaustible source of power. In early 
manufacturing, water power was widely used, and in the 
twentieth century it is being increasingly used to generate 
electricity. 


REVIEW QUESTIONS 

1. How has the physical environment proved advantageous in our eco¬ 
nomic development? In what ways has it proved disadvantageous? 
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2 . Describe tlic main s^^oprapliical divisions of the United States. 

3. Wiiat effect have climatic conditions had on our economic life? 

4. Describe and locate by regions the natural resources of the United 
States: soil, forests, minerals, fish, wild game, waterways. 



2 


THE EUROPEAN BACKGROUND OF 
AMERICAN ECONOMIC HISTORY 


On the eve of the discovery of America, western I'-urope was 
going through a great transition period wherein medieval in¬ 
stitutions were being transformed into early modern institu¬ 
tions. ddiere were profound changes in every sphere of life— 
political, social, intellectual, religious, and economic. 

THE TRANSITION FROM MEDIEVAL TO MODERN TIMES 

Politically, the nation-state system replaced feudal localism. 
Socialh% free society developed, and a new class, the bour¬ 
geoisie, emerged. Intellectually, the significant changes were 
a revival of ancient learning and a questioning of medieval au¬ 
thorities. In religion, the Protestant Reformation split the 
western Christian world in the sixteenth century. Economi¬ 
cally, modern capitalism resulted from increased trade and 
business. 

Revival of Trade. In the late Middle Ages (1100-1500) there 
was a general revival of trade and business. After the fall of 
the Roman Empire in the fifth century, trade and city life had 
declined greatly, and economic localism had characterized 
western Europe for at least five centuries. During this period 
contact with the eastern Mediterranean world had been ir¬ 
regular. From about 1100 on. however, there was increased 
interest in the East. This was stimulated by the Crusades and 
the talcs of travelers. Although the Crusades (a series of 
armed pilgrimages, between 1100 and 1300, to reconquer the 
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Holy Land from the Turks) failed in their ostensible purpose, 
they increased trade and helped to revive the stag^nant economy 
of Europe. Accounts of travel by Carpini, Rubruquis, and 
Marco Polo, which appeared in the thirteenth and fourteenth 
centuries, added to the geographical knowledge of Europeans 
and excited interest in the fabulous East. There developed a 
European market for Oriental luxuries such as spices, rugs, 
cutlery, gems, fabrics, and glass. In return Europe shipped 
woolens, tin, copper, arsenic, quicksilver, lead, gold, and silver 
to the East. 

With the increase in trade came the rise of towns. Mediter¬ 
ranean cities, especially the strategically located Italian cities, 
led the way in the growing commercial activity. Important 
trading centers also developed in northern Europe. The Italian 
cities were logical starting places for the Crusades; Venice, 
Pisa, and Genoa handled much of the trade with the East. 
Overland passes through the Alps permitted the shipment of 
goods to northern Europe, but early in the fourteenth century 
Italian merchants began trading by an all-water route with 
English and Flemish towns. 

Rise of Capitalism. Modern capitalism was born largely as a 
result of accumulation of wealth from increased trade. Surplus 
capital was used to open new trade routes, to subsidize nation¬ 
states, and to exploit the New World. In order to combine 
resources and to obtain greater protection against pirates, rob¬ 
bers, and unfriendly princes, merchants organized joint-stock 
companies (partnerships in which each partner was responsible 
for all debts). In these early days of capitalism, merchant 
princes performed many functions now associated with bank¬ 
ing: they were the money-changers, moneylenders, and money- 
carriers. 

Merchant capitalism found strength and support in two 
quarters: the nation-state and the new Protestant churches. 
National monarchs relied upon the wealth of the bourgeoisie to 
combat the influence of feudalism and the medieval Church. 
Capitalism derived immense benefits from the alliance with 
the nation-state, for the integrated state provided a wider do¬ 
mestic market, and protected and regularized trade. In time 
the public policy of mercantilism arose to strengthen capi- 
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talism as well as the nation-state. The Protestant churches 
contributed to the development of capitalism by providing an 
ethic which was compatible with the evolving economy of 
Europe. Many hard-working bourgeois, not content merely 
with reward in the next life, were attracted to the Protestant 
churches, which gave their blessing to capitalistic virtues. 

DISCOVERY OF AMERICA 

Competition for control of trade with the Orient motivated 
western European nations to sponsor numerous voyages of 
discovery and exploration. 

Oriental Trade. The discovery of America was an inevitable 
result of the economic expansion of Europe in the late Middle 
Ages. Trade with the East by the Mediterranean route was 
ex[)ensive. The fall of Constantinople to the Turks in 1453 did 
not create the barrier to trade that historians formerly con¬ 
ceived. but it did add to the cost of trade. Merchants of 
Portugal, Spain, France, and England wished to trade directly 
with the Orient rather than through Italian and Turkish 
middlemen. 

International Rivalry. Successful national monarchs were 
eager to engage in overseas ventures. Portugal, under the 
guidance of Prince Henry the Navigator, led in the voyages of 
discovery and exploration in the late fifteenth century. In 1486 
Diaz rounded the Cape of Good Hope, at the southern tip of 
Africa; in 1497-1498 da Gama reached India. With this initial 
advantage and a favorable geographic location, the Portuguese 
created a great empire in the Far East. Spain followed the lead 
of Portugal and sponsored the westward voyage of Columbus 
in 1492. Instead of reaching Asia, Columbus discovered 
America. Within a few years explorers had established a 
magnificent Spanish empire in South. Central and North 
America. Navigators of other powers joined in the explora¬ 
tion of the New World, but in the sixteenth century Spain had 
a virtual monopoly in the exploitation of America. John 
Cabot’s voyage to Newfoundland in 1497 laid the basis of 
England’s claim to North America. France’s claim rested on 
the voyages of Verrazano in 1524 and Cartier in 1534 and 1535. 
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REVIEW QUESTIONS 

1. Why can the period 1200 to 1500 be called “the dawn of a new era"? 

2. \\’hat caused the revival of trade and city life in the late Middle 
Apes? 

3 How did modern capitalism originate? 

4. In what ways did capitalism receive support from the nation-state 
and Protestantism ? 

5. Wliy did western Europe seek an all-water route to the Far East? 

6 . Describe the overseas ventures of Portugal, Spain, England, and 
France in the fifteenth and sixteenth centuries. 


3 


THE COLONIZATION OF NORTH AMERICA 


rCarlv American economic life can be understood onlv when 
.oiisiderecl as a frontier of the contemporary li^uropean econ¬ 
omy. The exploration and colonization of America were 
natural results of the expansion of western Europe in the late 
Middle Aj^es, and colonial ventures in the Xew World were 
first of all directed to the fulfillment of the needs of the mother 
countries. 


MOTIVES FOR COLONIZATION 

A number of factors were responsible for emigration from 
Europe to America in the colonial period, not all of them 
economic. 

Noneconomic Factors. Religious and political considerations 
were often important in colonizing ventures. In a day of great 
religious enthusiasm many Europeans wanted to extend their 
respective forms of Christianity in America: some sought to 
Christianize the Indians; others desired religious freedom. 
The French, Dutch, and English soon contested the early Span¬ 
ish and Portuguese monopolies of discoveries, and inter¬ 
colonial rivalries were of great influence throughout the 
colonial period. ' 

Economic Motives. The economic reasons for emigration 
included both governmental and individual motives. 

European Problems. The economic situation in Europe was 
most influential in the early development of America. To Euro¬ 
peans the New World offered many opportunities to solve 
some of their economic problems. Their payments of bullion 
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to the East, because of adverse balances of trade, had caused 
a drainapfe of specie, and this explains in part the quest for 
gold and silver in America. Further, it was hoped that the 
New World would be a source of needed raw materials, a 
market for manufactured goods, and a convenient base of op¬ 
erations for the Oriental trade. Finally, the exhaustion of soil 
and the enclosure of land in England for pastoral purposes had 
limited agriculture and had caused much unemployment. It 
was felt that the overpopulation of Europe might be relieved 
by emigration to the colonies. 

European Imperialism. America provided a new field for de¬ 
veloping European imperialism. Investments of labor and 
capital in the colonies greatly stimulated the expanding Euro¬ 
pean economy, for the colonics needed supplies and their 
natural resources permitted the development of new enter¬ 
prises. Colonial commodities provided greater opportunity for 
trade amongst Europeans and for expansion in other areas. 

Private Economic Motives. The desire for greater economic 
opportunity caused many to migrate to America. Even that 
staunch Puritan, John Winthrop, hoped to benefit materially 
by going to Massachusetts. The av'ailability of land was prob¬ 
ably the most tempting inducement to colonists, but the possi¬ 
bility of easy riches and a greater return for labor prompted 
many to come to America. 

NON-ENGLISH COLONIZATION 

Notable attempts at colonization by non-English settlers 
were those of the Spanish, the French, the Dutch, and the 
Swedes. 

Spain in America. The Spanish empire began in the West 
Indies but soon included Central America and parts of North 
and South America. The discovery of gold in Mexico and Peru 
enriched Spain and temporarily allowed her capable rulers 
much influence in Europe. Although the European economy 
was stimulated by the influx of precious metals, Spain did not 
benefit greatly in the long run. Much of the gold and silver 
fell into the hands of Spain's rivals, the Dutch and the English, 
who had more highly developed commercial and manufacturing 
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economies. The most important economic activity of the 
colonists of New Spain was agriculture. 

Gon'ernmf.ntal Policy. The Spanish colonial system was one 
of strict governmental regulation: only Spaniards could emigrate 
to the colonies; outsiders were excluded from the trade of the 
empire; commerce and business were strictly controlled bv 
means of excises and import and export duties. Monopolies in 
the marketing of some commodities were granted : e.g., tobacco, 
gunpowder, salt; and colonial production of certain goods was 
forbidden: e.g., olives, tobacco, hemp. The English and the 
Dutch, however, undermined the Spanish commercial mon¬ 
opoly by smuggling and piratical activity. 

The Encomiknda System. The great need for labor was me* 
in two ways: (1) enslavement of the natives, and (2) Negro 
slavery. In the encomienda system favored landholders were 
authorized to force natives to labor for them under conditions 
little better than serfdom. Although landholders were sup¬ 
posed to civilize and Christianize the natives, these obligations 
were generally neglected, and harsh treatment resulted in the 
practical extinction of the Indians. Negro slavery, first intro¬ 
duced in New Spain in 1503, spread rapidly, and the number 
imported annually before 1750 averaged about 3,000. 

France in America. The French occupied the St. Lawrence 
Valley, the Great Lakes area, and the Ohio and Mississippi 
valleys. New France in America began with the first perma¬ 
nent settlement in 1605 and lasted until the final defeat by 
England in 1763. 

Economic Organization. Early colonization was monopo¬ 
lized by private commercial companies, the most important of 
which was the Hundred Associates. In 1663 the government 
took over the administration of New France and established 
a paternalistic mercantile system. Feudal practices character¬ 
ized the economic life of the colony. Seigniories, great tracts 
of land, were granted to nobles, but feudal land tenure proved 
unsuccessful because of the availability of vacant land. The 
greatest source of wealth was the fur trade, and only minor 
attention was paid to farming and fishing. 

Economic Weakness. New France was never very vigorous 
or populous, and by 1754 the total population was only about 
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80.000. -A relatively unfavorable geographic area and inept 
govcmmentnl policie.'^* contributed to the backwardness of the 
French colonies. Economic weakness made the eventual defeat 
of the French inevitable in their struggle with the English for 
control of North America. 

New Netherland. Dutch traders and settlers occupied that 
part of the Atlantic coast which lies between the Connecticut 
and Delaware rivers. The main settlements were in the Hud¬ 
son River X'alley. The Dutch West India Company was 
granted a monopoly of the American trade as well as govern¬ 
ing authority in New Netherland. Economic life in the colony 
was strictly regulated for the profit of the company, and much 
attention was given the fur trade. In 1629 the company intro¬ 
duced the patroon system, under which feudal grants of land 
with governmental and judicial authority were made to favored 
individuals. Flere, as elsewhere in America, feudal land tenure 
proved unworkable. The English seized the Dutch colonies 
in 1664. 

New Sweden. The Swedish South Company established 
Foit Christina (Wilmington) on Delaware Bay in 1638. New 
Sweden was a small trading colony that never numbered over 
400 persons. In 1655 the Dutch took over the Swedish colony 
easily. 

ENGLISH COLONIZATION OF NORTH AMERICA 

English colonization relied upon private initiative and capi¬ 
tal. but private activity was a response to national needs. 
Government resources were not adequate for the task of 
colonization, for Parliament in Elizabeth’s time voted barely 
enough taxes for domestic needs, and the financial resources of 
the Stuart kings were never great. 

Economic Motives for Colonization. England’s commercial 
prosperity was threatened by a number of factors. The market¬ 
ing of woolens was uncertain because of European competition 
and religious wars; and the supply of necessary imports was 
endangered. Unfriendly Spain was the source of dyes and 
vegetable oils; potash and naval stores had to be obtained from 
the Baltic countries; and Oriental goods were purchased from 
Portugal. It was hoped that the American colonies would be 



English Colonization of North America 


15 


a source of needed supplies, and might in time be a market for 
English manufactures. Many felt that the overpopulation of 
England, which had caused an increase in unemployment, 
crime, and pauperism, could be relieved by emigration to 
America. 

Joint-Stock Companies. Interested promoters sometimes or¬ 
ganized joint-stock companies for the purpose of establishing 
trading posts and colonies in America. These were private 
organizations seeking profits for the investors. Usually they 
were chartered by the crown, like the Virginia companies and 
the Massachusetts Bay Company, but the New Plymouth 
settlers entered into a joint-stock arrangement without the 
sanction of the English government. 

The Virginia Companies. A royal charter of 1606 created 
two Virginia companies, and granted them the right to trade 
and colonize in America from Maine to Carolina. One of the 
Virginia companies, from Plymouth, England, attempted un¬ 
successfully to plant a colony at Sagadahoc in Maine. The 
other Virginia Company, from London, established the first 
permanent English settlement in America—Jamestown, Vir¬ 
ginia—in 1607. New charters made the Virginia Company of 
London a joint-stock company in 1609 and 1612. The early 
years of Jamestown's history were troubled because of in¬ 
adequate supplies and the fact that many of the settlers were 
not industrious. With the beginning of tobacco cultivation in 
1612, however, Virginia had a money staple which assured the 
continued existence of the colony. The plantation type of 
economy with Negro slaves as the chief labor force soon de¬ 
veloped. Because of disfavor with the English government and 
eventual bankruptcy, the Virginia Company was dissolved in 
1624, and Virginia became a royal colony under the direct 
authority of the crown. 

The Council for New England. This organization, a land 
company, was chartered in 1620 with a title to the land between 
the 40th and the 48th parallels. The company did not attempt 
to establish settlements itself, but granted land and trading 
rights to members and others. John Mason and Sir Ferdi- 
nando Gorges received the land between the Merrimack and 
Kennebec rivers. In 1630 the Pilgrims were given title to the 
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land they had occupied in the Plymouth area. In 1632 a group 
of Puritans obtained a grant of land at the mouth of the Con¬ 
necticut River where the Saybrook settlement was founded. 
The Council for New England surrendered its charter in 1635. 

New Plymouth. The Plymouth colony was promoted through 
a joint-stock agreement between the Pilgrim Fathers and a 
group of London merchants. Capital and profits were to be 
held jointly for seven years and then were to be divided. This 
communal arrangement proved unworkable, however, and in 
1626 the settlers arranged to buy out their London associates. 
Private enterprise was established early, the main economic 
activities being agriculture, fishing, and the fur trade. The 
independent government of Plymouth had no legal basis, al¬ 
though title to the land occupied was obtained from the Council 
for New England. In 1691 Plymouth was included in the 
jurisdiction of Massachusetts. 

The Massachusetts Bay Company. Several joint-stock com¬ 
panies attempted to establish settlements in the Massachusetts Bay 
area. Between 1623 and 1626, the Dorchester Company set up 
a trading and fishing colony on Cape Ann, and the New Eng¬ 
land Company, chartered in 1628, maintained a settlement at 
Salem. In 1629 some of the Puritan members of the latter com¬ 
pany agreed to settle in America on condition that the charter 
and government be transferred to the colony. The Puritans 
felt that their religious, political, and economic positions in 
England were insecure, and they wanted to establish a Bible 
Commonwealth in America. In early 1630 President John 
Winthrop and the newly formed Massachusetts Bay Company 
came to Boston. Within a few months over 1,000 settlers ar¬ 
rived, and by 1640 the population of the Bay Colony had 
reached 14,000. The Massachusetts Bay Company was soon 
changed from a commercial organization to a political common¬ 
wealth. The company did not operate as a profit-making body, 
because English stockholders relinquished dividend claims in 
return for trade concessions and land grants. When new free¬ 
men, church members, were admitted to the general court of 
the Massachusetts Bay Company, the company was no longer 
a commercial but a political organization. Massachusetts de¬ 
veloped a more self-sufficient economy than the southern Eng- 
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lish colonies. Agriculture was difficult and of the subsistence 
variety, but the forests yielded lumber, masts, and furs for ex¬ 
port to England. Fish also proved to be a valuable export com¬ 
modity, and the settlers soon began to build ships and to 
develop a thriving commerce. 

The Expansion of New England. The other New England 
colonies were largely offshoots of Massachusetts Bay and 
Plymouth. For the most part they were not established by 
joint-stock companies, but by individuals who were displeased 
with conditions in the older settlements. Rhode Island and 
Connecticut, almost completely self-governing, were corporate 
colonies. 

Rhode Island. The Rhode Island settlements were begun by 
religious and political exiles from Massachusetts, and demo¬ 
cratic government and freedom of conscience characterized the 
colony. The Indian fur trade and commerce with the Dutch 
were the most profitable economic activities of the colony. 

CoNNFXTicuT. Political, religious, and economic motives were 
infiuential in the founding of the Connecticut towns. Some 
settlers migrated from Massachusetts Bay, and others came 
directly from England. Subsistence agriculture and trade with 
the Indians were the chief economic activities. The Dutch 
were rival traders on the Connecticut River until their posts 
were taken over in 1654. 

New Hampshire and Maine. Settlers from Massachusetts 
founded a few fishing and lumbering villages in the region 
which later became New Hampshire. These outposts were 
under the jurisdiction of Massachusetts until 1679. The small 
towns along the Maine coast, merely fishing and trading posts, 
remained under the control of Massachusetts throughout the 
colonial period. 

Proprietary Colonies. Later English colonization was domi¬ 
nated by the proprietary form of government. The crown made 
feudal grants of land with extensive political and economic 
power to individuals or to groups. Proprietors were sovereign 
except that laws had to conform to English law and had to be 
made with the consent of the freemen of the colony. Pro¬ 
prietors made personal investments to encourage settlement 
and to increase the value of the land. They expected to derive 
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profits from feudal land tenure and through control of certain 
economic activities. 

Maryland. The Maryland grant by Charles I to the Calvert 
family in 1632 was a model for later proprietary grants. Settle¬ 
ment was begun in 1634, and Maryland prospered from the 
start. The settlers were able to produce corn for export, but 
greater emphasis was placed on the production of tobacco- 
Except for a few years, Maryland was in the possession of the 
Calvert family until the Revolution. 

New York and New Jersey. These colonies, created out of the 
Dutch possessions, were proprietary grants of the Duke of 
York, later King James II. New York was established on a 
firm economic basis with the lucrative fur trade and the val¬ 
uable agricultural exports. New Jersey was granted to Sir 
George Carteret and John, Lord Berkeley, in 1664, but the 
province soon passed into the hands of a group of Quakers. 
A diversified agricultural economy developed in this colony. 
New York became a royal colony in 1685, New Jersey in 1702. 

Pennsylvania. Charles II granted Pennsylvania to William 
Penn in 1681. Settlers were quickly attracted by a liberal land 
policy, religious toleration, and very fertile soil. The colony 
increased rapidly, concentrating on the production and export 
of agricultural produce, and Philadelphia became an important 
commercial center within a few years. Except for the years 
1692 to 1696, the province was owned by the Penn family until 
the Revolution. Pennsylvania was probably the most profitable 
proprietary colony. 

The Carolinas. North and South Carolina were settled in 
the late seventeenth century by Virginians and immigrants 
from England. All of Carolina was granted in 1663 to eight 
proprietors, who attempted in vain to establish an elaborate 
feudal state, and who finally sold their rights to the crown in 
1729. The economies of North and South Carolina developed 
differently: North Carolina was a backward frontier com¬ 
munity with no staple product and little commerce; South 
Carolina developed a prosperous plantation economy with em¬ 
phasis on the staples, rice and indigo. Both provinces became 
important for the production of naval stores. 

Georgia. This colony was founded in 1732 as a barrier against 
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Spanish Florida and as a philanthropic enterprise to care for 
English debtors. It was a nonprofit proprietary colony until 
taken over by the crown in 1752. Georgia’s economy pro¬ 
gressed slowly with concentration on rice, indigo, lumber, and 
the fur trade. 


REVIEW QUESTIONS 

1. What were the economic motives for the colonization of America? 

2. Indicate how early American economic life was related to the con¬ 
temporary European economy. 

3. Describe the colonial systems of Spain, France, and Holland in 
America. 

4. How successful were English joint-stock companies tn planting 
colonies? What colonies w’ere founded in this manner? 

5. Describe the expansion of New England and the establishment of 
the corporate colonies. 

6. What were the main characteristics of the proprietary method of 
colonization? 
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PRODUCTION IN COLONIAL AMERICA 


The English colonists in America quickly set up an economy 
based on individual enterprise and private ownership of prop¬ 
erty, the early communal arrangements at Jamestown and 
Plymouth having proved unsatisfactory. Private enterprise 
provided sufficient incentive for the conquest of the new land. 
Hostility toward monopoly and corporate control of economic 
life has been a vital force in American history since the early 
colonial period. 


LAND TENURE 

The availability of land in America on cheap terms was prob¬ 
ably the greatest inducement to settlement. Private land 
tenure was established in all the colonies after brief experimen¬ 
tation with corporate ownership. Other characteristics of 
colonial land tenure were the widespread ownership of land 
and the failure of efforts to transplant parts of Europe’s out¬ 
moded feudal land system. 

New England. Legislatures usually disposed of land in the 
form of township grants to groups of individuals. Villages 
were organized with private and public sections: grantees ac¬ 
quired farms and house lots; meadow, marsh, and woodland 
were held in common. In time the common land was distributed 
to newcomers or to original settlers who had performed a spe¬ 
cial service. Most holdings in New England were small, al¬ 
though in the eighteenth century large grants were sometimes 
made to individuals or to land-promotion companies. 

Middle Colonies. In contrast to the New England system, 
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grants were usually made to individuals rather than to groups. 
In the proprietary colonies land tenure was subject to feudal 
obligations, but quitrents (rents paid in lieu of obligatory 
services) were not heavy burdens. The agriculture of this sec¬ 
tion necessitated somewhat larger farms than in New England, 
but not so large as the plantations of the South. The huge 
patroonships in New York were an exception to the rule. 

Southern Colonies. All grants were made to individuals, 
frequently with light quitrent obligations. There were some 
small holdings—primarily in upland regions of the interior— 
but large plantations were the general rule. Great estates were 
procured in several ways: grants made by the crown and 
colonial legislatures; the headright system, by which anyone 
transporting a settler to America was entitled to a grant of 
land (usually 50 acres a head); and by outright purchase. The 
English custom of primogeniture and entail tended to perpetu¬ 
ate the great estates. 

CAPITAL INVESTMENT 

The greatest amount of investment was in agriculture, real 
estate, and British government securities. Manufacturing was 
less attractive than other types of capital investment. Gradu¬ 
ally, however, those with surplus capital saw the possibilities of 
profit in such enterprises as iron works, lumber and flour millS^ 
potash and pearlash works, and breweries. 

Capital for colonial enterprise came from both English and 
American sources, with the latter becoming increasingly more 
important. The American capitalist class consisted mainly of 
merchants, landed proprietors, and prominent officeholders. 
In general there was a shortage of capital (especially for in¬ 
vestment in manufacturing) which tended to restrict produc¬ 
tive enterprise and to cause high interest rates. 

AGRICULTURE 

Agriculture was the chief occupation of about 90 per cent 
of the colonists throughout the colonial period, and it was the 
most important source of wealth. The limitation of trade, espe¬ 
cially in the early period, made the production of a food supply 
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essential; to the extent that trade with other reg-ions was 
possible, Americans found it profitable to specialize in apfricul- 
tural exports. This was true because the abundance and cheap¬ 
ness of good soil gave the colonists their greatest relative 
economic advantage. Colonial farming, like the contemporary 
European agriculture, was very primitive: tools were crude, 
and methods were unscientific. The unfortunate results were 
“land-butchery” and the exhaustion of much land. 

New England. Because the soil and climate in New England 
did not permit the production of great agricultural staples for 
export, farming was of the subsistence variety. Crops raised 
included Indian corn, wheat, barley, oats, many kinds of 
vegetables, apples, and pears. Native nuts and berries of all 
types were plentiful. The settlers raised cattle, horses, hogs, 
and sheep, and exported some pork to the West Indies. 

The New England farms were almost completely self- 
sufficient, but were not remunerative. Frequently the farmer 
engaged in other activities to supplement his small income. 
Although New England soil was less fertile than that in other 
areas, it provided an adequate living for the great majority 
of the colonial population. 

The Middle Colonies. The region from New York to Mary¬ 
land was the most advantageous for general farming: all types 
of farms existed, from small subsistence farms to huge planta¬ 
tions. The climate was milder and the soil was generally much 
better than in New England; the valleys of the Hudson, 
Susquehanna, and Delaware rivers were very fertile and pro¬ 
ductive of surpluses for export, especially wheat, corn, rye, 
barley, and buckwheat. There was also an abundance of 
fruits and vegetables. Livestock was more plentiful and of 
much better quality than in New England. 

The Southern Colonies. Although there was diversified 
farming in the interior upland regions and on the poor lands 
of North Carolina, the production of staple crops dominated 
the agriculture of the southern colonies, and made farming 
in this region more like a capitalistic enterprise than else¬ 
where in English America. Staple planters raised specialized 
export crops on large plantations worked first by indentured 
servants and later by Negro slaves. The southern economy was 
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greatly affected by external forces: much depended upon the 
world prices of staples; the South relied upon outside shipping 
interests for the marketing of exports; the planters became in¬ 
creasingly dependent upon English creditors who financed the 
purchase of new lands and slaves and helped to support the 
South’s relatively high standard of living. In Maryland and 
Virginia, tobacco was the all-important staple; farther south, 
rice and indigo were raised. The production of staples to the 
neglect of other crops, and wasteful methods of cultivation, 
resulted in soil exhaustion. 

OTHER EXTRACTIVE INDUSTRIES 

Activities in nonagricultural extractive industries were the 
fur trade, various occupations based on forest resources, and 
fishing and whaling. Although they involved only a small 
minority of the population, these activities proved to be a sig¬ 
nificant source of wealth for the settlers and had a profound 
influence upon the expansion of the colonial economy. 

The Fur Trade. The fui trade depended mainly on two 
factors: European demand and trade with Indians. 

European Demand. The abundance of fur-bearing animals in 
America and the insatiable demand for pelts in Europe en¬ 
couraged the development of a lucrative colonial fur trade. 
Furs, which were considered a mark of distinction, had been 
obtained previously in northern and eastern Europe, but this 
source of supply had been exhausted. French, Dutch, and 
English traders eagerly competed for control of the American 
fur trade, and London, Amsterdam, and Paris supplanted older 
eastern centers of this business. The value of the colonial fur 
trade increased rapidly, reaching an estimated £180,000 an¬ 
nually in the region north of the Potomac and Ohio rivers in 
the 1760’s. 

Trade with Indians. Colonies having access to the interior de¬ 
veloped an Indian trade, exchanging blankets, kettles, knives, 
guns, liquor, trinkets, and other items for furs. Albany, New 
York, became one important center for this trade. The English 
took over the Dutch trade and extended operations westward 
to the eastern Great Lakes region. Some eastern Indians acted 
as middlemen in the trade between western Indians and the 


24 


Production In Colonial America 


English. In the South, Charleston and, later, Augusta were 
centers where traders brought large numbers of deerskins. 

Forest Resources. The abundance of forest resources made 
possible the development of industries such as lumbering, the 
mantifacture of naval stores, and shipbuilding. 

Lumbering. In addition to the great local demand for lumber, 
there was a profitable export market. Sawmills were erected 
at the fall lines of the streams: e.g., c. 1635 at Portsmouth, 
New Hampshire, and in 1652 in Virginia. Exported lumber 
products included masts, hoops, staves, barrels, shingles, clap¬ 
boards, and sawn lumber. The British encouraged export to 
England, but it was more profitable to ship lumber to southern 
Europe and the West Indies. 

Naval Stores. Because of England's dependence upon Scan¬ 
dinavia for supplies of tar, pitch, resin, and turpentine, the pro¬ 
duction of these naval stores in the American colonies was 
encouraged. In 1705 bounties were granted, and in 1706 it 
was decreed that naval stores could be exported only to 
England. Although naval stores were a staple of New England, 
the greatest colonial producer was South Carolina. 

Shipbuilding. With the necessary materials readily available, 
and with a great demand for ships both at home and abroad, 
shipbuilding was stimulated. This industry began in New 
England very early, and the colonists were soon able to com¬ 
pete with English builders. In the eighteenth century the 
industry became important in Virginia and the Carolinas. 

Fishing and Whaling. Europeans had been attracted to the 
North American fishing banks long before settlement began. 
Some fish was consumed locally, but codfish became the most 
valuable export staple of New England. 

Spermaceti, oil, whalebone, and ambergris were in demand, 
and whales were numerous in the North Atlantic. In the 
eighteenth century Nantucket, Provincetown, New Bedford, 
and Marblehead were important whaling centers. Newport 
led in the manufacture of spermaceti candles. 

COLONIAL MANUFACTURING 

Agriculture was the leading occupation of colonial America, 
but there was some primitive industry. Industrial progress was 
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slow, however, because of capital and labor shortages and 
British restrictions. The British encouraged the production 
of raw materials and primary manufactures, but they dis¬ 
couraged the manufacture of finished products. 

Household Production. Members of the family made a great 
many things, and colonial farms were largely self-sufficient. 
Typical household activities were spinning and weaving, 
curing and salting meat, making wooden tools, furniture, and 
casks, leather-working, and making shoes, gloves, and clothes. 
Sometimes items for outside use and export were made in the 
home or on the farm: nails, casks, barrel staves, and shingles. 
Another phase of household industry was the putting-out 
system that had developed by the time of the Revolution. 
By this method capitalist entrepreneurs supplied stock and 
sometimes implements to individual workers, and later col¬ 
lected and sold the finished product. This system of produc¬ 
tion was most important in the production of thread, cloth, 
and shoes. 

Mills and Factories. Some plants, independent of the house¬ 
hold, were established very early when machinery and power 
were necessary. Oftentimes sawmills, gristmills, and fulling 
mills were built and supported by towns. Other mills included 
iron works, glass shops, breweries, shipyards, and small textile 
plants. These industries were most numerous in the northern 
and middle colonics, but smaller works were established on 
many southern plantations. 

COLONIAL LABOR 

Conditions in colonial America favored the rapid growth of 
population: wealthy resources, abundantly available, provided 
great opportunities for the common man; there was a scarcity 
of labor. These factors were an inducement to immigration 
and a high birth rate. The growth of population was approxi¬ 
mately as follows. 


POPULATION OF THE UNITED STATES. 1640-1775 


Year 

Population 

Year 

Population 

1640 

28.000 



1660 

85,000 



1700 ' 

275,000 

1 1775 
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Because of the difficulties of travel and transport, colonists 
settled on the coast and along navigable rivers. By 1775 the 
population had not moved far beyond the fall line of the eastern 
rivers: only a few frontiersmen had ventured beyond the 
Appalachian Mountains. The population of the leading cities 
in 1775 is estimated as follows: Philadelphia. 40.000; New 
York, 28,000; Boston. 20,000; Newport, 12,000; Charleston, 
12 , 000 . 

Labor and the Colonial Economy. The scarcity of labor 
affected colonial economy seriously: production was somewhat 
restricted despite the fact that wages were from 30 to 100 per 
cent higher than in England. Free workmen were not nu¬ 
merous enough to meet the demand for labor in America for 
several reasons. (1) Although emigration to the colonies was 
encouraged by the English government in the early period, 
Parliament later took steps to prevent the emigration of skilled 
workers. (2) The problem of transportation across the Atlantic 
was a large one. (3) It was easy to obtain land in America, 
and settlers found independence attractive. Because of the 
comparative absence of a free workingmen’s class, family and 
co-operative work was common, and unfree labor was imported. 

Indentured Servants. In the seventeenth century a large 
portion of the laboring population outside of New England 
consisted of white indentured servants. It is estimated that 
about one-half of all white immigrants in the colonial period 
were of this type, and that perhaps three-fourths of the popu¬ 
lation of Pennsylvania, Maryland, and Virginia in 1775 came 
of this stock. 

By 1750 the number of immigrant servants had decreased 
sharply, and by the Revolution this type of immigration had 
almost ceased. 

Voluntary Servants. Many who were eager to come to 

America agreed to contracts binding them to labor for a period 

ranging from three to seven years in return for passage to 
America. 

Involuntary Servants. This category included debtors, va- 
p'ants, criminals, and kidnapped persons. Imprisonment for 
indebtedness and vagrancy was common in England at this 
time, and shipment of these undesirables to America seemed 



Colonial Labor 




more humane and less expensive. Although the colonists ob¬ 
jected to the practice, many of the ser\'ants brought to Mary¬ 
land and Virginia were of this class. Additional laborers were 
obtained from unscrupulous ship captains who kidnapped 
thousands of children and adults and. despite Parliamentary 
legislation forbidding this traffic, sold them into servitude in 
America. 

Conditions of Servitude. Indentured servants had certain 
rights: masters were obliged to provide food, clothing, shelter, 
and medical and spiritual care; and indentured servants had 
access to courts in cases of maltreatment. Servants sometimes 
enjoyed privileges such as the suffrage and the right to own 
property. Treatment of white servants was not severe at 
first, but it became more harsh owing to the influence of Negro 
slave codes. At the end of the period of indenture servants 
were free, and no stigma was attached to them because of their 
servitude. Former servants became wealthy, and in some cases 
they held political office. 

Negro Slavery. The Dutch first introduced Negro slavery 
to the English colonies in 1619. Slaves were not numerous in 
the seventeenth century, however. It was only when white 
servants and free workers failed to meet the demand for labor 
in the southern colonies that Negro slavery became important. 
During the eighteenth century Negroes were used in increasing 
numbers on tobacco plantations and in the unhealthful rice 
fields of South Carolina and Georgia. In the North there was 
no great economic need for slaves; the few brought in generally 
were domestic servants. The number of Negro slaves is esti¬ 
mated to have increased as follows. 


NUMBER OF SLAVES. 1714-1790 


Year 

Number of Slaves 

Year 

Number of Slaves 

1714 

60,000 

1775 

500,000 

1754 

300,000 

1790 

697,000 
(first census) 


Labor Controls. Early colonial governments adopted regu¬ 
lations intended to meet the problem of labor shortage and 
relatively high wages. The efforts made included (1) the 
establishment of forced labor by vagrants and strangers, (2) 
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the dilis'ent pursuit of fug^itive servants, (3) the establishment 
of maximum wages, and (4) the regulation of prices of basic 
goods. Although practically all the colonies attempted such 
regulations in the early period. New England made the great¬ 
est effort. These regulatory activities proved ineffective gen¬ 
erally, and they were abandoned after a short time. 

Labor Organization. Although there was some co-operation 
amongst licensed workmen, such as carters, porters, and 
bakers, workingmen’s combinations were uncommon and at best 
temporary. In a few scattered instances craftsmen did join in 
protest against price and wage regulations, and later against 
British imperial policies. The European guild system was not 
generally established in America either, but there were 
a few examples of this institution: e.g., in 1644, shipbuildng 
was placed under the control of a chartered company in Mas¬ 
sachusetts ; in 1648, the shoemakers and coopers were organized 
with a monopolistic charter; in 1718, Philadelphia gave similar 
rights to shoemakers, coopers, and tailors. These institutions 
were short-lived because of the demand for labor and the 
difficulty of enforcing regulations. 

ECONOMIC NATIONALISM AND COLONIAL PRODUCTION 

British colonial policy was a form of economic nationalism 
quite common in the seventeenth and eighteenth centuries. The 
colonies were expected to be a source of needed supplies, and to 
be an outlet for British manufactured goods. The policy in¬ 
cluded measures for (1) the encouragement and protection 
of home manufacturing, (2) the encouragement of colonial 
production of raw materials and primary manufactures, and 
(3) the discouragement of colonial production of finished 
manufactures. 

Colonial Advantages. Bounties encouraged the production 
of some colonial commodities, especially lumber, naval stores, 
and indigo. Colonial shipbuilding, which would have developed 
in any event, derived some advantage from the British policy 
of discouraging the use of foreign-built vessels in the English 
merchant marine. The prohibition of tobacco-raising in Eng¬ 
land did not have much influence on colonial production. 

Colonial Disadvantages. British regulations were generally 
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more detrimental than beneficial to colonial production. Regu¬ 
lations which forbade the marketing of colonial products, like 
tobacco, in continental Lurope were a hardship. Restrictions 
on colonial industry had a harmful effect also: in 1699, a law 
prohibited the export of wool or woolens and the shipment 
from one colony to another: in 1732. a similar law regulated 
the production of hats; in 1750. an act forbade the establish¬ 
ment of any more slitting mills in the colonics. 

Summary of Effects. The British regulations were never 
strictly enforced, and the Americans paid little attention to 
them. Nevertheless, the colonists resented the British restric¬ 
tions, and this was a contributing factor to the discontent 
which led to the American Revolution. 

REVIEW QUESTIONS 

1. Indicate how private enterprise was established in colonial America. 

2. Compare the systems of land tenure in various sections of colonial 
America. 

3. What were the leading characteristics of colonial agriculture? How 
important was agriculture in the colonial economy? 

I. Describe agricultural production in New England, the middle col¬ 
onics, and the southern colonies. 

5. Discuss the economic basis and the organization of the colonial fur 
trade. 

6. What industries based upon forest resources developed in the 
colonies? How important was each? 

7. How extensive was household production in colonial America? Mill 
production? 

8. Explain the sliortage of labor in colonial America. How important 
was indentured servitude? Negro slavery? 
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COLONIAL COMMERCE 

In order to obtain funds for the purchase of British manu¬ 
factured goods, the colonies had to find markets for their own 
products. It was necessary for them to develop trade and 
commerce, domestic and foreign. These activities were limited 
by the available means of transportation and communication. 

TRANSPORTATION AND COMMUNICATION 

The colonies were a group of separated settlements that 
usually knew little of one another, for travel was slow and 
difficult, and communication was uncertain. 

Modes of Travel and Transport. Water transport was faster 
and easier than travel by land, for there were many good har¬ 
bors and navigable rivers along the Atlantic Coast. The popu¬ 
lation lived near the waterways: the southern plantations were 
located on rivers; all important cities were on waterways. 
Ocean travel, howev’er, remained hazardous and voyages were 
long. The Pilgrims spent over two months en route to 
America, and in the Revolutionary period a voyage to Europe 
still took from six to ten weeks. 

Land travel was slow, dangerous, and very uncomfortable. 
The dirt roads usually followed Indian trails; they were dusty 
in the summer and muddy in the spring. By the end of the 
colonial period roads connected Boston and Savannah and ex¬ 
tended west to Pittsburgh, Most travel was on foot or horse¬ 
back, but some was by vehicles. The first public coach ran 
from Burlington to Perth Amboy, New Jersey, in 1732. By 
1756 there was a through coach from New York to Philadel- 
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phia, traveling eighteen hours a day and taking three days for 
the trip. In 1794 the journey from Boston to New York City 
took one week. 

Communication. In the seventeenth century communication 
was entirely a private matter; news traveled by mouth or 
through letters. The first American newspaper was the Boston 
Nnvs Letter, founded in 1704. Delivery of mail was slow and 
uncertain, and before 1681 there was no organized agency for 
carrying the mail. At first the postal service was run as a 
private enterprise, but in 1710 an imperial postal system was 
organized by act of Parliament. 

DOMESTIC COMMERCE 

The expansion of commerce within the colonics encouraged 
the development of both land and water transport and stimu¬ 
lated the growth of commercial centers. 

Land Transport. The difficulty of land transport restricted 
internal commerce; because of high transportation charges 
few goods could be carried profitably. Along the coast and 
around the larger towns, where the largest markets were, land 
transport was considerable. By 1732 regular wagon traffic was 
established on part of the route between New York and Phila¬ 
delphia. There were many peddlers in all of the colonies who 
served as indispensable distributors of small manufactured 
goods. 

Water Transport. The rivers of the Atlantic Coast were 
more important lanes of commerce than land routes. The 
southern and middle colonies were better endowed with navi¬ 
gable rivers than New England. The Hudson River was a 
busy waterway with over 100 vessels trading between Albany 
and New York City in 1770. Philadelphia became the center of 
commerce on the Delaware and Schuylkill rivers. South of 
the Potomac numerous rivers were useful in trade. 

Coastal Trade. The greatest part of domestic commerce con¬ 
sisted of coastal traffic. This trade was in part an adjunct of 
foreign commerce: American goods were collected in important 
centers for export; European products, imported by a few lead¬ 
ing ports, were distributed to smaller centers. Some domestic 
goods found markets in other parts of America; New England 
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shipped fish, rum. meat and manufactured items to the other 
colonies; the middle colonies sent grains, flour, and some 
manufactures to New England and the South; southern staples 
were brought to northern ports. 


FOREIGN COMMERCE 


Foreign commerce was a vital factor in the economy of the 
colonies. Notwithstanding the existence of serious obstacles 
to the expansion of foreign commerce, the colonies developed 
profitable trade. 

Difficulties of Trade. In addition to the difficulty of trans¬ 
port, there were other factors hindering trade. Parliamentary 
statutes limited areas of trade and endeavored to ensure the 
shipment of some commodities to the mother country. Most of 
these restrictions, however, were evaded without much trouble. 
Piracy and privateering were other hazards in a period of many 
wars and free-booting expeditions. An additional hindrance 
to trade was the inadequate money supply of the colonies. 

British Mercantilism. As parts of a mercantile empire, the 
colonies were expected to supplement the economy of the 
mother country, to supply needed goods, to provide an outlet 
for English manufactures, and to conduct much of their trade 
for the greatest benefit of England. A Parliamentary naviga¬ 
tion act of 1651 reserved the trade of the empire to British and 
colonial vessels. An act of 1660 provided that certain “enumer¬ 
ated articles” could be shipped only to England. The list of 
goods, greatly expanded in the eighteenth century, included 
tobacco, sugar, indigo, naval stores, rice, furs, lumber, and 
molasses. Colonial imports from Europe had to be shipped by 
way of England in English vessels and were subject to high 
duties. Direct trade between Europe and the colonies was 


permitted in only a few instances: salt could be brought from 
Spain, wines from Madeira and Azores, and provisions and 
horses from Ireland and Scotland. The British also regulated 
American trade with foreign colonies, the most famous case 
being the molasses trade with the Spanish and French West 
Indies. In 1733 a duty on foreign molasses and sugar imported 
by the Americans, prohibitive if enforced, was levied; the 
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Sugar Act of 1764 reduced the duty on molasses but provided 
for the enforcement of the law. 

The mercantile restrictions did not bear so heavily upon the 
colonics as it might seem. The navigation laws were con¬ 
stantly evaded—often with the collusion of poorly paid customs 
officers—and before 1760 the colonies enjoyed a great amount 
of economic freedom. Also some benefits in the form of boun¬ 
ties and preferential tariffs were accorded the Americans. 

Areas of Trade. Colonial products were shipped mainly to 
England, southern Europe, and the West Indies. The greatest 
volume of trade was with the mother country, an under¬ 
standable situation in view of the prevailing mercantilist 
theories. The accompanying tables indicate the estimated 
value in pounds sterling of the trade of the American colonies 
with different regions in 1769. 


EXPORTS TO STATED AREAS 


Origin 

Great 

Britain 

Southern 

Europe 

West 

Indies 

Africa 

Total 

Colonies: 

Pennsylvania and 
Northward 

284,269 

1 

335.810 

555,612 

19,584 

1,195,275 

Southern Colonies; 
^^a^yland and 
Southward 

1,247,245 

216,923 

192.292 

690 

1,657,150 

All Colonies 

1,531,514 

552,733 

747,904 

20,274 

2.852,425 


IMPORTS FROM STATED AREAS 


Destination 

Great 

Britain 

Southern 

Europe 

West 

Indies 

Africa 

Total 

Northern Colonies 

504,614 

54,909 

594,421 

877 

1,154.821 

Southern Colonies 

1,100,367 

21,770 

195,326 

151,120 

1,468.58.1 

All Colonies 

1,604,481 

76,679 

789,747 

151,997 

2,623,404 


The tables reveal that nearly three-fourths of the trade of the 
southern colonies was with Great Britain. The trade of the 
northern colonies was more evenly distributed. 

The International Balance of Payments. The American 
colonies north of Maryland had an unfavorable balance of 
trade with England. This was offset in part by the fact that 
the northern colonies had a merchant marine and reaped the 
profits of the carrying trade, and in part by the favorable bal- 
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ance of trade with southern Europe. While the southern 
AnicTican colonies had a favorable balance of trade with Great 
Britain at times, they had to bear the expenses of shipping and 
marketing their staples. These costs usually more than over¬ 
came the South’s favorable balance of trade with the result 
that these colonies suffered from chronic indebtedness. 

The Trade of the Southern Colonies. The colonies south of 
Pennsylvania traded mainly with England, exporting tobacco, 
rice, indigo, and naval stores, and importing hardware, dry- 
goods, and furniture. Because of the direct exchange between 
the southern colonies and Great Britain, these colonies were 
valued very highly by the British. Merchant creditors found 
even the planters’ indebtedness profitable, so heavy were the 
interest charges. 

The Trade of the Northern Colonies. The northern colonies 
had a more diverse commercial history. Although they ex¬ 
ported some naval stores, metals, furs, and lumber to England, 
their staples were not needed in the mother country. In fact, 
these colonies competed with England in some ways and were 
less desirable parts of the mercantile empire than the southern 
provinces. 

Although they wanted English manufactures, the colonies 
north of Maryland could not pay for them directly with exports 
to England. Consequently, the staples—grain, foodstuffs, fish, 
and lumber—were shipped to the West Indies and to southern 
Europe. There cargoes were taken on which could be sold in 
England to pay for colonial imports of manufactures. Ex¬ 
amples of triangular trades are shown in the accompanying 
diagrams. 
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The most famous triangular trade is the last one dia¬ 
grammed. Much of it was illegally carried on with the French 
and Spanish West Indies as the colonial merchants evaded the 
heavy duty on imports of foreign molasses. This trade was 
vital to the New England economy, and the attempt to realize 
a revenue from it began the opposition to British policy which 
culminated in the American Revolution. 

COLONIAL CURRENCY 

Colonial commerce was hindered by the absence of an ade¬ 
quate medium of exchange. It was impossible to establish a 
gold and silver currency because the colonists did not have 
supplies of these metals and could not obtain enough of them 
through foreign trade. Some Spanish and Portuguese coins 
made their way into the English colonies. The value of these 
coins in terms of goods or paper money varied because the 
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colonies competed with one another for them by overvaluing 
this specie. 

Commodity Currency. Lacking a stable and uniform 
currency, the colonists resorted to barter. Although value 
was expressed in terms of money, goods were exchanged for 
goods. This method was supplemented by the establishment 
of various commodity currencies, e.g., wampum, corn, beaver, 
rice, tar, and tobacco. There were serious disadvantages in the 
use of these currencies which fluctuated widely in quality and 
market value. 

Paper Money. In 1690, in order to meet war expenses, Mas¬ 
sachusetts began the practice of issuing paper bills on the basis 
of anticipated tax returns. By 1755 eight other colonies had 
followed this example. These paper bills were not usually 
made legal tender, but they were generally acceptable in pay¬ 
ment of taxes. The real value of this currency was determined 
by the confidence of the people, which was dependent upon the 
number of bills issued and the prospect of retirement. Since 
the colonics were inclined to overissue notes and to postpone 
repayment, the real value of paper money declined. 

Loan Bills. In addition to the paper money issued to meet 
fiscal needs, there were issues intended to overcome the cur¬ 
rency shortage. “Loan bills” were interest-bearing loans by 
colonial governments to individuals on the security of land and 
property. These issues were generally limited in extent. South 
Carolina established the first public loan bank in 1712; several 
other colonies followed suit. 

Land Banks. These were private organizations that issued an¬ 
other kind of paper money, similar in purpose and nature to the 
public “loan bills.” They were interest-bearing notes, repay¬ 
able over a period of years, issued on the security of land 
mortgages. Schemes of this sort were attempted in New 
Hampshire, Connecticut, South Carolina, and Massachusetts. 
The struggles between creditors and debtors caused Parlia¬ 
ment to forbid the establishment of such “banks” in the col¬ 
onies. In 1751 Parliament prohibited the further issuance of 
bills of credit in New England; this prohibition was extended 
to the rest of the colonies in 1764. Notwithstanding the sound¬ 
ness of these restrictions in view of colonial abuses of paper 
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money in the past, the Americans regarded these English 

measures as a hardship and a violation of rights. 

REVIEW QUESTIONS 

1. Compare modes of travel in colonial America. 

2. What were the chief difficulties of trade in the colonial period? 

3. Explain the mercantile regulations as they affected colonial trade. 

4. Why did the English consider the southern colonies more valuable 
than the northern colonies? 

5. Why did the triangular trades develop? 

6. Was the international balance of payments favorable or unfavorable 
to the northern colonies? To the southern colonies? 

7. Why were commodity currencies adopted by the colonists? How 
satisfactory were these currencies? 

8. How successful were colonial experiments with paper money? With 
“loan bills"? With “land banks”? 
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ECONOMIC ASPECTS OF THE 
REVOLUTIONARY PERIOD 

The Revolution was not only a war for American inde¬ 
pendence but also a domestic struggle for political and eco¬ 
nomic control. In the latter aspect the Revolution appears as a 
democratic movement for greater freedom and individualism: 
the attainment of broader political responsibility was one 
phase; the elimination of economic privilege and the creation 
of new economic opportunities was another. The spirit of 
individualism and the love of freedom that characterized the 
Revolution hindered cooperation in the war effort and in the 
establishment of a new government. 

IMPERIAL CONTROVERSY, 1760-1776 

In the period 1760 to 1776. there developed a crisis in the 
British Empire, the outcomes of which were civil war and 
American independence. Prior to 1760 there was little British 
interference in colonial affairs, and there was comparatively 
free trade within the empire. The attempted solution of prob¬ 
lems created by the French and Indian War ended the period 
of neglect and revealed a sharp conflict between English and 
colonial interests. The revitalization of the mercantile system, 
which threatened the economic security of the northern col¬ 
onies, and the imposition of political controls, which menaced 
the virtual self-government of all the colonies, made the 
American Revolution inevitable. 

Results of French and Indian War. The French and Indian 
War, concluded in 1763, was the last of a long series of wars 
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fought by England and France for control of eastern North 
America. The peace of 1763 eliminated France from North 
America: the land between the Appalachians and the I^Iissis- 
sippi, and Canada were ceded to England ; Louisiana was ceded 
to Spain. At the same time Spain ceded Florida to England. 

British Colonial Policy. In the middle of the eighteenth cen¬ 
tury a new colonial policy was begun. The British began to 
regard their empire as something more than a mercantile sys¬ 
tem; they developed a “territoriar' and administrative concept 
of empire. The French and Indian War created new problems: 
a much larger geographic area had to be administered; there 
was a serious Indian menace; the expenses of war and defense 
were substantial. The Proclamation of 1763. forbidding land 
grants and settlement west of the Appalachian Mountains, at¬ 
tempted to solve the problem of the western lands, but pro¬ 
duced a loud protest from the colonists. The British also 
determined to enforce the navigation laws and to collect a 
colonial revenue. Therefore new administrative machinery was 
provided, and a series of revenue laws was passed. It was un¬ 
fortunate for the British that these measures were attempted 
during a postwar period of depression. 

New Revenue Measures. The Sugar Act (1764) lowered the 
import duty on foreign molasses, but provided for the strict en¬ 
forcement of the law. This measure also imposed duties on 
sugar, wines, indigo, silks and coffee. The colonists protested 
that the law was economically inexpedient, and in 1766 the 
molasses duty was modified. The Stamp Act (1765) levied 
taxes on legal papers, newspapers, pamphlets and other docu¬ 
ments. Although the tax was not a heavy burden, it affected 
many people and produced a united colonial protest. The 
Townshend Acts (1767) provided new machinery for the en¬ 
forcement of the navigation laws and imposed duties on certain 
English manufactures and tea imported by the Americans. 

Colonial Opposition. Opposition to the new colonial policy 
proceeded from economic protests to constitutional arguments. 
Northern merchants, displeased with the Sugar Act and the 
enforcement of the navigation laws, emphasized the economic 
inexpedience of the new policy. They enlisted the aid of the 
poorer and more radical elements of society, which were eager 
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to ffain political and economic influence. When the radicals 
obtained control of the opposition movement, it became more 
violent and progressively denied the political authority of the 
mother country over the colonies. With this turn of events 
many of the merchants and upper classes deserted the revolu¬ 
tionary party. 

British Concession's. When the colonists violently disobeyed 
the revenue laws and resorted to nonimportation and non¬ 
consumption schemes, Parliament yielded and repealed the 
obnoxious measures—the Stamp Act in 1766 and the Town- 
shend Acts in 1770. Under no circumstances, however, would 
Parliament relinquish its right to tax the colonies. 

Tea Act, 1773. A period of quiet followed 1770, but colonial 
opposition was revived when Parliament passed the Tea Act of 
1773. This law sought to save the East India Company from 
bankruptcy by giving it a virtual monopoly in the colonial tea 
trade. Americans regarded the Tea Act as an ominous measure 
even though it enabled them to buy tea more cheaply. The 
most extreme example of the widespread opposition to the act 
was the Boston Tea Party. 

Coercion and Revolution. When the British decided to pun¬ 
ish the Bostonians by closing the port, sending troops there, 
and altering the charter of Massachusetts, a Continental Con¬ 
gress was called to unite the colonial resistance. The Congress 
demanded that the colonists' grievances be redressed, and to 
enforce the demand it organized the "continental association,” 


a plan of economic coercion. The opposition of Massachusetts 
(patriots to the altered government and the military occupation 
of Boston led to violence in early 1775. Growing sentiment in 
favor of a separation from England defeated efforts at recon¬ 


ciliation, and the colonists declared their 

1776. 


independence, July 4, 


ECONOMIC PROBLEMS OF THE WAR 

The chief economic problems of the war were: (1) procuring 
war supplies, (2) financing the war, and (3) supplying civilian 
needs. Once independence was achieved, Americans had to 
wrestle with many old problems and some new ones: economic 
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dislocations followed the war; the new nation had to reconcile 
liberty and order, localism and central authority. 

Conflicting Interests. The necessity of establishing a new 
political system made the solution of economic problems the 
more difficult. Differences in economic interests and social 
conditions bred intercolonial rivalries: e.g, the outlooks of 
the New England people and southerners differed greatly. 
Within some colonies and regions there were sharp sectional 
antagonisms; e.g., the clash of the tidewater aristocrats and 
the small farmers of the interior in the South ; and the conflict 
of eastern and western people in Massachusetts, which later 
assumed violent form as Shays’ Rebellion. 

Revolutionists. The strength of the revolutionarj’’ party was 
in the lower and middle classes, but some outstanding figures 
of the upper classes were revolutionists. The patriot party 
included the following important elements: (1) Southern plmit- 
ers. They disliked the domination of their trade by merchant 
creditors, who charged high interest rates, obtained high prices 
for imported manufactures, and paid poorly for staple crops. 
1 he West, a new area of investment for them, was closed by 
the Proclamation of 1763. The planters were strong believers 
in the sanctity of private property. (2) Merchants. I'hey were 
displeased with restraints on commerce and exclusion from 
western land speculation. (3) Small farmers. The curtailment 
of trade meant lower prices for farm surpluses, and the 
Proclamation of 1763 closed the frontier. (4) Town loorkers. 
Unprivileged laborers were oppressed by an upper class which 
was generally supported by the British government. Angered 
by political and social discrimination against them, and made 
to believe that British policy was largely responsible, the labor¬ 
ers were ardent revolutionists. 

Loyalists. In 1776 probably one-third of the Americans were 
loyal to Great Britain. Some Tories joined the British army, 
and many fled from their American homes to safer places. 
Among the loyalists were the following: (I) crown officials 
and friends, who were dependent upon English support for 
their positions; (2) Anglican clergy, who enjoyed special posi¬ 
tions in some colonies; (3) proprietary interests in Pennsyl¬ 
vania and Maryland, whose wealth and privileged positions 
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depended on the English connections: (4) a minority of south¬ 
ern planters, who feared the prospect of debtor laws and mob 
rule: (5) merchants, who dared not risk their extensive inter¬ 
ests, and wlio were opposed to radicalism. 

Political Weakness. Fear of central authority and local 
patriotisms resulted in the establishment of a loose federal 
union under the Articles of Confederation, which seemed more 
like an international agreement amongst sovereign states than 
a workable government. The Continental Congress conducted 
the war in the name of all the states, but it had very little actual 
authority. The states were loath to give Congress the power to 
tax. so the central government was dependent upon requisi¬ 
tions and loans for support. Congress also found it impossible 
to maintain financial and economic regularity. Because of its 
deplorable impotence, the first United States government com¬ 
manded little respect from other powers. 

Supplies for the Army. The task of supplying the colonial 
armies was difficult because (1) colonial ability to produce was 
in itself limited, and (2) the political organization was in¬ 
adequate. Arms and ammunition were not produced in suffi¬ 
cient quantity in the colonics, and, until 1778, nearly 
nine-tenths of the powder used by the Americans was obtained 
abroad. The colonial output of guns, gun powder, and iron 
products increased but was unable to meet the increased de¬ 
mand of wartime. Army clothing had to be imported because 
the colonial production of wool was insufficient. Some food¬ 
stuffs such as sugar, molasses, and tea were scarce, but other 
foods were plentiful. Another phase of the problem was the 
distribution of supplies, made difficult by poor transportation 
facilities and the lack of a strong central government. 

Foreign Aid. Hatred of England was the most important 
factor causing foreign powers to aid the American revolution¬ 
ists. Before the war ended, France, Holland, and Spain were at 
war with England: the French, eager to avenge their humili¬ 
ating defeat in the French and Indian War, concluded a 
military alliance with the United States in 1778; the Spanish, 
eager to regain Gibraltar, declared war on England in 1779; 
the Dutch, who engaged in supplying the Americans, were so 
great a menace that England declared war on Holland in 1780. 
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French aid was the most important and vital to the success of 
the Revolution: France supplied not only arms, ammunition, 
and other war materials, but also financial help: and French 
military and naval aid proved a deciding factor in the outcome 
of the war. 

Financing of the War. Although the cost of the war to the 
United States was only about 100 million dollars in terms of 
gold, the Congress had great difficulty in raising that sum. 
While it had authority to borrow money, Congress was not 
empowered to tax; soon the credit of the United States failed, 
and it was hard to get loans. Robert Morris, the Superin¬ 
tendent of Finance near the end of the war, struggled in vain 
to establish the credit of the government and to create a 
national revenue. The main ways of paying for the war were 
by (1) foreign loans, (2) domestic loans, (3) requisitions on 
states, and (4) the issuance of fiat money. 

Loans. Congress was able to borrow 7.8 million dollars in gold 
abroad. 6.3 million from France, the remainder from Holland 
and Spain. With most of this the government bought supplies 
in Europe, but it used some to pay the interest charged on the 
American debt. At home. Congress raised about 11 million 
dollars through loans. The scarcity of liquid capital, the doubt 
that the colonists could win the war, and the lack of a banking 
system to organize credit made domestic borrowing difficult. 

Requisitions and Taxation. Through requisitions on the 
states. Congress obtained only 5.7 million dollars in gold. The 
states either ignored the requests of Congress or met them only 
in part. Although the states could tax, they hesitated to do so 
because taxes are always distasteful and the memory of Eng¬ 
lish taxation was still fresh. At first the states raised money 
by the sale of notes and the issue of paper money; rapid de¬ 
preciation and the loss of credit resulted. From 1777 on, taxes 
were levied generally, but the amount obtained was small. 
Another means by which some states raised considerable 
money was through the confiscation of Tory property. 

Paper Money. Fiat money accounted for 41 million dollars of 
the central government's income in terms of gold. Between 
June, 1775, and November, 1779, Congress authorized the 
issuance of 191 million dollars in paper currency. To maintain 
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the value of this money, Congress pledged its faith and asked 
the States to provide the means for redemption. This sugges¬ 
tion was ignored, however, and as the issues increased, the 
“Continentals” depreciated badly. Congress did not declare its 
notes legal tender, but asked the states to penalize persons who 
refused to accept them. Most states complied, decreeing that 
refusal constituted extinguishment of the debt. Despite the 
legal tender acts, price-fixing, and the retirement of some bills, 
the “Continentals” were devaluated to the extent of 500-1,000 
to 1 in terms of specie in 1781. 

In addition to Congressional issues of paper money, eleven 
states issued nearly 250 million dollars in bills of credit, the 
worst offender being Virginia, with 128 million. These issues 
depreciated sharply, also. Another factor adding to the cur¬ 
rency confusion was the deliberate and competitive devalua¬ 
tion of bills by states that wanted to attract foreign specie. 

ECONOMIC ACTIVITY IN WARTIME 

The civilian population did not suffer from a lack of the 
necessities of life during the Revolution. This was true be¬ 
cause the demands of the army on American production were 
not great, and the country was to a large extent self-sufficient. 
There was indeed an appearance of luxury and extravagance, 
for people anxiously exchanged depreciating paper money for 
goods. The chaotic currency caused hardship for some; 
creditors suffered through payment in depreciated money; 
laborers had to accept a lower standard of living because 
wages did not rise so quickly as prices. The same factors pro¬ 
duced benefits for others: debtors gained by rising prices; the 
stimulus of war permitted great profits in some lines of agri¬ 
culture. industry, and commerce. 

Agriculture. There were some minor raids and depredations, 
but war did not greatly impede agriculture. The most serious 
threat was the fact that the British blockade and control of the 
leading seaports would interfere with the export of farm 
staples. Agriculture was not seriously upset, however, for the 
army’s need for foodstuffs was great, and there were some ex¬ 
ports despite the efforts of the British navy. 

Industry. American manufacturing increased during the 
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Revolutionary period. Before 1775 the non-importation 
schemes acted as a protective tariff, and in wartime there was 
an unusual demand for manufactures at the verv time that 
foreign supplies were likely to be shut off. Industries which 
made the most progress were those producing arms, ammuni¬ 
tion, and textiles. There was official encouragement of the 
production of war materials: Rhode Island and Massachusetts 
offered bounties for gunpowder, Connecticut for gunlocks ; and 
in 1778 Congress established a plant at Springfield where 
cannon were cast. Despite production for government needs, 
the manufacture of iron declined. Both household and factory 
textile manufacturing increased during the war, and several 
states granted subsidies and bounties for the production of 
wool. Other industries which made some progress at this time 
were those manufacturing salt, paper, glass, and pottery. 

Commerce. With the assertion of American independence, 
commerce was encouraged in several ways: British mercantile 
restrictions were ended ; colonial ports were thrown open to the 
world : privateering was encouraged. But war had detrimental 
effects, too: protection was no longer provided by the British 
navy; the Atlantic coast was blockaded, and from 1776 to 1779 
the British seized 570 vessels. 

New Trade. While commerce with British ports was forbidden, 
che Dutch, French, and Spanish were eager to trade in the new 
market. Despite the blockade, there was an adequate supply 
of European products by 1777. Imports included not only war 
supplies but also many luxury items. In return the Americans 
exported mainly tobacco, grain, flour, and rice. 

Privateers. Perhaps 90,000 Americans were engaged in 
privateering, which rivalled legitimate commerce in these 
years. While risks were great, the prospect of profit and ad¬ 
venture lured men into this business. The number of seizures 
made is not known, but it was considerable. Constant losses 
at the hands of privateers caused English merchants to demand 
an early end to the war. 

THE CRITICAL PERIOD, 1783-1789 

Following the conclusion of the Treaty of Paris (1783) there 
began a critical period, during which the new nation struggled 
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with the problems of postwar adjustments and reorganization. 

Treaty of Paris, 1783. The treaty of peace with England 
assured American independence, and the United States was 
granted all the territory east of the Mississippi River between 
Canada and Florida. The British did not, however, evacuate 
the old northwest until 1795. The treaty gave Americans the 
right to navigate the Mississippi, but this question caused diffi¬ 
culty because Spain controlled the mouth of the river. Credi¬ 
tors were to meet no impediment in the collection of debts, 
and Congress agreed to “recommend” to the states that con¬ 
fiscated loyalist property be restored or payment made for it. 
The United States obtained fishing rights within British terri¬ 
torial waters in the North Atlantic, but the treaty did not 
include any commercial arrangement between the two states. 

Effects of Peace. The return of peace brought hardship to 
some Americans. As the demand for goods declined, prices 
dropped, and debtors suffered. A flood of imports from Europe 
further depressed prices, and drew off whatever specie had 
accumulated during the war. Debtors called for the reduction 
or cancellation of debts and the issuance of paper money. 
Farmers in general suffered from falling prices, but the 
southern producers of staples benefited from a strong foreign 
demand. Some industries that had developed during the war 
now had difficulty: the demand for war supplies decreased; 
British imports competed with domestic goods. 

Postwar Reorganization. Foremost among the postwar 
problems confronting the young republic was that of reconcil¬ 
ing local sovereignty and central authority so as to promote 
general welfare and raise the prestige of the United States. It 
was also necessary to restrain to a certain extent the individual¬ 
ism and radicalism of the age in the interest of security and 
order. This postwar period was not so critical as historians, 
who overemphasized the political confusion of the time, once 
believed- While parts of the economy suffered a depression, 
ether elements were active and expanding. There was a de¬ 
mand for capital for the organization of land, turnpike, canal, 
and manufacturing companies. 

Commerce. Foreign trade underwent the most complete re- 
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organization. Immediate losses resulted from the prohibition 
of trade with the British West Indies, the closing of British 
markets to some American exports, and the seizure of the 
African slave trade by others. Factors which offset these losses 
to some extent were direct exports to Europe, the continu¬ 
ance of some British bounties for American goods, the evasion 
of the law restricting trade with the British West Indies, the 
opening of the French West Indies to Americans in 1784, the 
beginning of trade in the Far East, and commercial treaties 
with Holland, Prussia, and Sweden. 

Financial Collapse. The unwillingness of tlie states to estab¬ 
lish a source of national revenue threatened to lead the United 
States to bankruptcy. Requisitions on states were poorly met, 
and foreign loans yielded only 2.3 million dollars. The receipts 
of the federal government were insufficient to meet all current 
obligations and the arrears of interest on the debt rose from 
3.1 million dollars in 1783 to 11.4 million in 1789. The weakness 
of the federal financial structure caused many to demand a new 
government. 

Paper Money. Seven states issued paper money, looking for an 
easy way to pay heavy obligations, and trying to stimulate 
business by raising prices. The efforts of some states to en¬ 
force the acceptance of depreciated paper money proved 
ineffective. 

The Movement for a New Government. Political confusion 
and interstate rivalry gave impetus to the movement for a new 
government. 

Political Confusion. Under the Articles of Confederation the 
United States was a loose union of virtually independent states. 
The impotence of Congress was deplorable. Unable to tax, 
Congress relied upon requisitions and loans for financial sup¬ 
port. Another serious weakness was the lack of power to 
regulate domestic and foreign commerce. When England re¬ 
fused to conclude a commercial treaty with the United States, 
ten of the states retaliated with tonnage duties on British ships 
or tariffs on British goods. Since these regulations were not 
uniform, and there were still some free American ports, British 
goods continued to come in. 

Interstate Rivalry. Each state had individual ambitions and 
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problems, and many disputes arose. States conducted petty 
commercial wars against each other, levying duties and placing 
embargoes on the goods of rivals. 

Protection of Economic Interests. Although political weak¬ 
ness was not responsible for the economic conditions after the 
war, those persons whose economic interests were endangered 
by political confusion led the movement for a new constitution. 
The threat to property interests from debtors’ demands for 
stay laws and for paper money produced an anxious clamor 
from owners of capital. To many Shays’ Rebellion in Massa¬ 
chusetts. 1786-1787, during which farmers refused to let courts 
sit to judge them for indebtedness, was a very ominous event. 
Groups that agitated for a stronger government included (1) 
owners of Continental paper money, bonds, and certificates of 
indebtedness, (2) merchants and manufacturers, who wanted 
protection against foreign discrimination, (3) domestic mer¬ 
chants, who desired a stable currency and unrestricted inter¬ 
state commerce, and (4) land speculators, who believed that 
the value of their holdings would be increased. 

The Constitutional Convention. After several preliminary 
meetings for the purpose of amending the Articles of Confed¬ 
eration, the Constitutional Convention met in Philadelphia 
from May to September, 1787, and drew up the Constitution. 
Revolutionary radicals were conspicuous by their absence, and 
over half the delegates were either investors or speculators in 
public securities. Although there were some conflicting inter¬ 
ests that had to be compromised, the delegates were largely 
in agreement on fundamental economic questions. The domi¬ 
nant purpose of the Convention was the establishment of a 
government that would safeguard mercantile and agrarian 
capitalism. 

A Stronger Union. The completed Constitution, which went 
into effect in March, 1789, provided for a much stronger union 
than the Articles of Confederation. The Constitution was declared 
the “supreme law of the land,’’ and an effective central govern¬ 
ment was established. 

Economic Provisions of the Constitution. The glaring eco¬ 
nomic weaknesses of the Articles of Confederation were re¬ 
moved. Especially noteworthy were the powers given the 
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central government over commerce, taxation, and currency. 

Commerce. Congress was given authority to regulate both 
foreign and interstate commerce. Import duties were to be 
uniform throughout the United States, and no export duties 
were to be levied. The latter provision was intended to protect 
exporters of staples. The government was not to interfere with 
the slave trade for twenty years, and the import duty was not 
to exceed ten dollars per slave. To regularize and protect com¬ 
merce, Congress was empowered to determine weights and 
measures, to establish a postal service, and to provide uniform 
bankruptcy laws. 

Taxation. Congress was given authority “to lay and collect 
Taxes, Duties, Imports, and Excises, to pay the Debts and 
provide for the common Defense and general Welfare.” Direct 
taxation could be levied on the basis of population, not on 
property. This provision was to protect those who feared that 
the mass of people would try to put the burden of federal sup¬ 
port on the landholders. The House of Representatives, more 
democratically elected than the Senate, was given the sole 
authority to originate revenue laws. 

Currency. Congress was given the sole authority to coin money 
and determine its value, and to punish counterfeiting. The 
states were forbidden to coin money or issue bills of credit; 
or to declare anything but gold and silver legal tender; or to 
pass laws impairing the obligation of contracts. 

REVIEW QUESTIONS 

1. What were the results of the French and Indian War? 

2. What were the nature and purposes of British colonial policy from 
1760 to 1776? Why did the colonists oppose this policy? 

3. To what extent was the Revolution the result of conflict between 
rival economic interests? 

4. What were the main economic problems of the war? 

5. How did political weaknesses contribute to the problem of waging 
war? The problems of postwar reorganization? 

6. For what economic reasons were some Americans revolutionists and 
others loyalists? 

7. Discuss the ways in which the Revolution was financed. 

8. What were the effects of paper money issues? 

9. What effects did the war have on agriculture? Industry? Com¬ 
merce? 
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10. W’hat were the economic provisions of the Treaty of Paris, 1783? 

11. Wtiat effect did peace have on the American economy? 

12. What economic interests were eafier to have a strong federal 
govoriunent? Why? 

13. In what ways was tlie Constitution intended to promote a more 
stable economy? 
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PUBLIC FINANCE AND FISCAL POLICY, 

1789 TO I860 


The interests that had drawn up the Constitution also domi¬ 
nated the new government of the United States. Measures 
ivhich were adopted were intended to safeguard and promote 
commercial, financial, and landed interests. 

FEDERALIST FINANCE 

The problem of creating a national revenue was the first one 
approached by the new government. No issue was more press¬ 
ing: credit had to be re-established, and the debt retired; cur¬ 
rent expenses had to be met. Alexander Hamilton, the first 
Secretary of the Treasury, proposed policies which, when 
adopted, put the United States on a firm financial basis. 

Revenue Measures. On July 4, 1789, the first tariff was 
passed. Although it was mainly a revenue measure with the 
low average rate of per cent, it afforded some protection 
to American producers. The tariff was raised in 1790, 1792, 
and 1794. Hamilton advocated excise taxes to obtain addi¬ 
tional income and also to display federal authority. The 
revenue raised was not great, and the tax on whiskey evoked 
complaints from western Pennsylvanians. The “Whiskey Re¬ 
bellion” of 1794 was suppressed, however, and the federal 
authority upheld. Jefferson's administration finally repealed 
the whiskey tax in 1802. 

Funding of the Old Debt. Hamilton's “Report on the Public 
Credit” (1790) analyzed the public debt outstanding in De¬ 
cember, 1789, as follows: 
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Foreign debt ... $11,710,379 

Domestic debt . 40.414.086 

State debts of Revolutionary origin (estimate) . 25,000,000 


Total public debt . $77,124,465 


Hamilton proposed (1) that the federal government assume 
all of this public debt, (2) that new bonds be issued in place 
of older issues, and (3) that provision for interest payment 
and retirement of the debt be made. 

Conflicting Interests, Although there was no objection to 
the payment of the foreign debt, there was controversy over 
the terms of the assumption of the old domestic debt. Some 
thought it unnecessary to pay the long arrearages of interest, 
amounting to 13 million dollars, but Hamilton argued that 
payment of the interest charges was necessary to secure the 
nation’s credit. Some opposed redemption of the debt at full 
specie value because it was felt that speculators rather than 
the original creditors of the Continental and Confederation 
governments would benefit. Hamilton contended that the 
security of transfer was an important characteristic of the 
national debt and was essential to the establishment of public 
credit. The Funding Act of 1790 incorporated the Hamiltonian 
proposals. 

Assumption of State Debts. FTamilton proposed that the 
federal government assume state debts that had been incurred 
during the Revolution. Opposition to this proposal was based 
on two facts: (1) some states, whose debts were large, would 
be favored at the expense of others; (2) speculators, rather 
than the original holders of depreciated securities, would 
benefit. Hamilton’s policy prevailed. 

Federalist Debt Policy. The debt policy of the Federalists 
may be summarized as follows. 

Foreign Debt. Obligations in this category were met for the 
first few years through new loans from the Dutch which 
totaled 9.4 million dollars in the 1/90’s. Repayment of the new 
obligation was not to start until 1802. Negotiations for the 
settlement of the old Revolutionary debt owed France con¬ 
tinued until 1795 when France accepted American bonds 
redeemable between 1807 and 1815 for the amount due. 

Domestic Debt. It was expected that the debt would be steadily 
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paid ofif from surplus revenue. Although new revenues were 
adopted, the Federalists could not balance the bud|:;^et or re¬ 
duce the debt. They had to resort to new loans. On January 
1, 1801, the national debt was 7.5 million dollars larger than 
in 1791. 

SiioRT-TKRM Lo.ans. Loans were obtained at first from the 
Bank of New York and the Bank of North America. Although 
repaid quickly, these loans were replaced by others. The bor¬ 
rowings from the Bank of the United States, chartered in 1791, 
reached a high of 6.2 million in 1796. 

Purchase Fund. In order that the value of the federal stock 
should be maintained, the Funding -Act of 1790 provided that a 
Purchase Fund be created and used to purchase stock if it fell 
below par value. This operated effectively until 1795 when it 
ceased to function. New issues were sold at a discount until 
the crisis of 1798 with France when issues were accepted 
readily at par. 

Retirement. In 1795 the Purchase Fund was transformed into 
a Sinking Fund which very slowly but systematically began to 
retire the debt. Because of the slow rate of retirement and the 
cessation of operation of the Purchase Fund, government issues 
fell off badly until 1798 when three loans were floated more 
successfully. 

Summary of Federalist Finance. The Federalist policies 
were somewhat overambitious for the existing economy of the 
United States. In 1800 nearly one-third of the budget was de¬ 
voted to interest charges on the national debt, and over one- 
half to defense expenditures. The cautious policies followed 
by the Jeffersonians in the next few years proved to be a 
salutary reaction to Federalist finance. 

JEFFERSONIAN FINANCE 

Thomas Jefferson, who became president in 1801, had views 
\ery different from those of Hamilton. He favored an agrarian 
society of small landowners and believed in a public policy of 
laissez-faire. He opposed Hamilton’s ideal of a strong federal 
government which would foster industrialism. 

Jefferson’s Financial Policies. Policies which characterized 
the finances of the nation during the next decade were (1) econ- 
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omy in g^ov’crnment. (2) tax reduction, and (3) rapid retirement 
of the national debt. Despite their belief in these policies, 
Jefferson and his followers, because of the necessities of the 
times, took steps which greatly strengthened the national 
government and encouraged industrialism. 

Expenditures. Albert Gallatin, Secretary of the Treasury, 
set out to reduce government expenditures, primarily by cut¬ 
ting military expenses. Although this policy of retrenchment 
and extreme economy succeeded for a time, various exigencies 
during this period as well as new government undertakings, 
such as the Louisiana Purchase and internal improvements, 
eventually blocked the program. 

Income and Debt Policy. In 1802 the entire internal revenue 
system developed by the Federalists was repealed. Although 
Gallatin feared the loss of revenue, Jefferson proposed that the 
government obtain its income exclusively from the tariff (in¬ 
creased in 1804) and the proceeds of land sales. Prosperous 
trade (except in 1809 and 1810) brought in a large revenue, and 
the income from land sales also increased sharply. As a result 
there were annual surpluses in the period 1801-1811 (except in 
the year 1809) which permitted the reduction of the public debt 
from 80.7 million dollars in 1801 to 45.2 million in 1811. 

War of 1812, During the war tariff receipts fell off and the 
government was unable to meet increased expenses. Loans 
were floated only with difficulty and at discounts. Also, an 
internal revenue system, begun in 1813. proved ineffective. 
The result was that the public debt rose from 45.2 million dol¬ 
lars on January 1, 1812. to 119.6 million on September 30, 1815. 

THE PERIOD FROM THE WAR OF 1812 TO THE CIVIL WAR 

In 18 of the 21 years from 1815 to 1836 there were Treasury 
surpluses. The tariff, the main source of revenue, was raised 
several times, not for revenue purposes but for the protection 
of American industry. As a result of the protest of the South 
against the tariff, rates were lowered in the 1830’s and customs 
receipts were reduced. At this time, however, revenue from 
land sales increased sharply from only 1.5 million dollars in 
1829 to 24.9 million in 1836. Total federal receipts which were 
24.8 million dollars in 1829 rose to 50.8 in 1836. In the same 
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period the public debt was reduced from 48.6 million to 1.9 
million dollars. 

Panic of 1837. In 1836 Congress provided for the distribution 
of the Treasury surplus to the states in quarterly installments. 
This policy was abandoned after three payments because re¬ 
ceipts declined sharph' in 1837. In the period of depression, 
1837 to 1843, there were deficits in every year except 1839, and 
the debt rose from 4.9 million dollars in 1837 to 27.2 million in 
1843. The demand for protection as well as the need for rev¬ 
enue resulted in the adoption of higher tariff rates in 1842. 

The Period 1843 to 1860. Following the panic of 1837 the 
nation enjoyed prosperity until the crisis of 1857. There were 
deficits in the period of the Mexican War. 1847-1849, but in the 
1850’s there were surpluses for eight successive years. The 
national debt, which had jumped from 16.8 million dollars in 
1846 to 68.3 million in 1851, was reduced to 28.7 million dollars 
in 1857. Growing customs receipts, reaching a high point of 
64.2 million dollars in 1854, were supplemented by the sub¬ 
stantial proceeds of land sales in the middle of the decade. In 
1857 there occurred a serious financial crisis and industrial 
depression, and there began a scries of deficits which lasted 
until after the Civil War. 

REVIEW QUESTIONS 

1. Explain the measures taken by Alexander Hamilton to restore the 
credit of the United States. 

2. Indicate how the national debt was funded by the Federalists. Why 
was there opposition to this program? 

3. What progress did the Federalists make in retiring the national debt? 

4. What steps were taken by the Federalists to maintain the value of 
government securities? 

5 What policies characterized Jeffersonian finance? 

6. How successful were the Jeffersonians in retiring the national debt? 

7. What financial difficulties were encountered in the War of 1812? 

8. What were the most important sources of revenue in the period 
after the War of 1812? 

9. Indicate generally how the size of the national debt fluctuated in tlie 
period from the War of 1812 to the Civil War. 
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AGRICULTURE BEFORE 1860 

During: the period 1789 to 1860, agriculture continued to be 
the most important economic activity of the American people. 
Agricultural productivity greatly increased, and the area of 
cultivation was extended into the fertile Mississippi Valley. 
In these years there were many technical improvements and 
advances in scientific farming. The development of transporta¬ 
tion facilities aided marketing and permitted agricultural 
specialization. 

TECHNICAL PROGRESS AND SCIENTIFIC FARMING 

Technical progress in agriculture was characterized by the 
development of improved implements, scientific techniques, 
and increased agricultural knowledge. 

Improved Implements. In the period 1820-1860 there was a 
great deal of agricultural experimentation and many new farm 
machines were developed. The use of new implements, made 
of iron and steel instead of wood, lightened or displaced labor, 
and permitted greater productivity. 

The Plow. Before 1820 plows were made of wood, sheathed 
in part with iron, and they were clumsy and inefficient. As 
early as 1797 Charles Newbold of New Jersey patented a one- 
piece cast-iron plow which performed successfully, but was not 
popular because of the rapid wear of the metal. In the early 
1800's David Peacock developed cast-iron plows of three pieces 
which were more acceptable. Jethro Wood patented a plow 
in 1819 which was of improved shape, had a steel-tipped share, 
and was made of standardized, replaceable parts. In 1847 John 
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Deere of Illinois built the first all-steel plow, a tool far superior 
to all previous plows, which was an immediate success. 

Reapers. In the 1830’s reapers were patented by Obed Hussey 
of Maryland and Cyrus McCormick of Virginia. Hussey’s 
reapers were not perfected and so failed of adoption, but Mc¬ 
Cormick successfully developed, improved, and sold his ma¬ 
chine. He established a plant at Chicafjo which made larjjc 
numbers of reapers available to farmers. By 1860 about 100.000 
were in operation and during the Civil War another 250,000 
came into use. 

The Cotton Gin. Eli Whitney^s invention in 1793 solved the 
problem of separating seeds from cotton fiber. It was a simple 
device, easily built, which at first produced about 50 pounds of 
cotton a day. Improvements and the introduction of horse¬ 
power greatly increased the daily output of the cotton gin. 
One author has commented that the cotton gin ‘ was the first 
important argicultural invention produced in this country, and 
its significance in the development of American economic life 
is second to that of no other technological invention. ^ 

Other Inventions, This period also produced such imple¬ 
ments as the thresher, the horsehay-rake, the tedder, seed drills 
for sowing wheat, and corn planters and cultivators. 

Scientific Techniques. Because there was an abundance of 
land, scientific agriculture came to America slowly. After the 
Revolution, however, wealthy planters became interested in 
improved methods of farming, and in the early nineteenth cen¬ 
tury there was much experimentation with new crops and im¬ 
proved livestock. The interest in new crops resulted in the 
introduction of the mulberry plant, Chinese sorghum, alfalfa, 
and numerous varieties of old staples. Many of these experi¬ 
ments failed, but some were of economic significance. Also, in 
this period, methods of preserving and renewing the fertility of 
the soil were widely adopted: (1) crop rotation, (2) cultivation 
of legumes, (3) better use of fertilizers, and (4) control of 

erosion. 

Agricultural Knowledge. The dissemination of information 
concerning new agricultural methods, crops, and implements 

1 Clarence H. Danhof, The Growth of the Amencan Economy, ed. by 
H. F. Williamson (New York, 1951), p. 133. 
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was facilitated by the following: (1) Agricultural societies. 
(Washington and Franklin were members of the Philadelphia 
Society for Promoting Agriculture.) (2) Agricultural fairs. 
(3) Farm literature. This began importantly with the estab¬ 
lishment of The American Farmer at Baltimore in 1819. (4) 
Agricultural schools. The first school devoted mainly to agri¬ 
cultural instruction was the Gardiner Lyceum, founded at 
Gardiner, Maine, in 1822. State colleges were founded in the 
1850’s in Michigan, Pennsylvania, and Maryland. (5) Federal 
aid. Beginning in 1839, small Congressional appropriations 
were made to promote agricultural investigations. In 1862 a 
Bureau of Agriculture was established. The Morrill Act of 
1862 provided for grants of public land to states for the pur¬ 
pose of founding schools for instruction in agriculture, 
mechanical arts, and military science. 

AGRICULTURAL SECTIONALISM AND SPECIALIZATION 

In the first half of the nineteenth century, the American 
people moved into the great interior of North America, one of 
the most fertile regions in the world. 

Westward Expansion. Improved transportation facilities 
gave the western farmers an outlet for their agricultural prod¬ 
ucts and permitted specialization in grains and meat. The easy 
availability of land and the fever of land speculation dis¬ 
couraged scientific agriculture and resulted in soil exhaustion. 
Eastern farmers (faced with this competition) were forced to 
turn to specialized production, such as dairying, market garden¬ 
ing, and fruit raising. 

Old Northwest. The region between the Ohio River and the 
Great Lakes, extending westward into the prairies beyond 
the Mississippi, was opened to cultivation in the first half of the 
nineteenth century. This area was found to be extremely fer¬ 
tile, free of rocks and easily cultivated. The Great Lakes and 
the Mississippi River system provided fine natural trade routes, 
which were supplemented by the Cumberland Road, the Erie 
Canal, the Pennsylvania Canal, and, after 1840, the railroads. 

The production of grain was the most important part of 
western agriculture. At first, when marketing was difficult, 
corn was used mainly for feeding livestock or for making 
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whiskey. With the further development of transportation, 
cereal production increased, and by the middle of the century 
there was considerable export to England. 

Livestock production was also important in the old north¬ 
west. Westerners drove herds of hogs and cattle eastward an¬ 
nually for marketing. Primitive meat-packing began before 
1820; until about 1860, Cincinnati was the foremost center of 
this activity. 

The East. In New England, an agricultural revolution oc¬ 
curred during the first half of the nineteenth century as self- 
sufficiency gave way to specialization. Growing urban centers 
became a market for local farm products: root crops, corn, 
beef and wool. The development of railroads (and competition 
from western grain and meat) forced another reorganization 
of New England agriculture. The production of beef and pork 
declined while dairying, truck gardening, and tobacco raising 
increased. Similar developments took place in the Middle 
Atlantic states, even though this area was in a better position 
than New England to compete with western agriculture. 

The South. In the colonial period, the South developed the 
production of rice, tobacco, indigo; after the Revolution, south¬ 
ern agriculture was dominated by cotton cultivation. There 
was little cotton grown before the Revolution because of the 
lack of a market, the greater profit in tobacco, and the difficulty 
of separating seeds from cotton fiber. Between 1790 and 1830, 
a revolution occurred in southern agriculture: cotton produc¬ 
tion rose from about 5.2 million to 507.2 million pounds an¬ 
nually. This increase is attributable to (1) technological 
advances, (2) the development of a market, (3) damage to the 
market for rice and indigo upon our separation from England, 
and (4) the depletion of tobacco lands. 

The Shifting Scene of Cotton Culture. In 1820 Georgia 
and South Carolina raised over one-half of the cotton produced 
in the United States. In 1850 the leading producers ranked as 
follows: Alabama, Georgia, Mississippi, South Carolina. In 
1860, Mississippi, Alabama, and Louisiana raised over one-half 
of the total crop; the production of Texas surpassed that of 
South Carolina. Southern cities reflected this change: Charles¬ 
ton and Savannah declined while Memphis, Mobile, and New 
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Orleans increased in importance. By 1860 New Orleans 
handled about one-half of the total cotton crop. 

Sl.whry. The increase in cotton production resulted in the firm 
establishment of slavery: the numbers of slaves rose from 
698,000 in 1790 to about 4,500,000 in 1860. The South’s attitude 
toward slavery changed from one of apology in the time of the 
Revolution to one of positive defense by 1830. Prices for slaves 
went up rapidly with the increased demand for them: before 

1790. about $300; 1830, about $800; 1850-1860, from $1,200 to 

$ 2 , 000 . 

Other Aspects of Southern Agriculture. Tobacco was the 
leading staple of the colonial period, and in 1800 it was still the 
most valuable United States export. Thereafter it declined in 
importance until about 1840 when production increased with 
the introduction of a new species and an improved method of 
curing. In 1860 Virginia was the greatest producer of tobacco, 
but the total production of the Mississippi Valley states was 
greater than the production of the Atlantic states. 

Sugar cane production was sizable in Louisiana, and in the 
decade, 1850-1860, the average annual production was 280,000 
hogsheads. In 1860 at least 180,000 slaves were employed in 
this enterprise. Rice production, largely in South Carolina and 
Georgia, tripled between 1820 and 1850. Peculiar problems at¬ 
tended this type of agriculture : (1) only certain swampy lands 
could be used; (2) scientific farming was necessary for the 
maintenance of soil fertility; and (3) competition with cotton 
and sugar plantations for slave labor was keen. Hemp grow¬ 
ing developed in Kentucky, Tennessee, Arkansas, and Mis¬ 
souri. Crops produced for home consumption included 
vegetables, corn, wheat, rye, barley, buckwheat, and oats. 

REVIEW QUESTIONS 

1. What were the major agricultural trends during the period 1789-1860? 

2. What contributions to agricultural progress were made by Jethro 
Wood, Charles Newbold, and John Deere? 

3. Explain the revolution in southern agriculture from 1790 to 1830. 

4. What scientific methods were utilized to maintain or restore soil 
fertility before the Civil War? 
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5. In what ways was agricultural information disseminated before 
1860? 

6. What were the effects of the w'estward movement on American agri¬ 
culture? 

7. What crops besides cotton were raised in the South? How important 
were they? 
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POPULATION AND LABOR BEFORE THE 

CIVIL WAR 


By 1860 the population of the United States had increased to 
31.4 million, and the center of population was moving steadily 
we^^tward. The rapid growth of population was due to a high 
birth rate and to steadily increasing immigration. By far the 
majority of Americans were engaged in agriculture, but the 
beginnings of industrialism and of organized labor could be 
seen. 


POPULATION 

The following data concerning rate of population growth, 
immigration, and shifts in the geographical distribution of the 
people need to be emphasized. 

Growth. The total population increased from 3.9 million in 
1790 to 9.6 million in 1820, and to 31.4 million in 1860. The rate 
of growth was much greater than that in western European 
nations: by 1860 the population of the United States exceeded 
that of Great Britain, and nearly equaled that of France or 
Germany. Of the American population in 1860 about 4.5 mil¬ 
lion were Negroes. 

Immigration. Before 1825 fewer than 10,000 immigrants 
entered the United States annually. Thereafter the numbers 
increased greatly: in 1837 the figure was 79,000; in 1842. after 
a temporary reduction due to economic conditions following 
the panic of 1837, the number rose to over 100,000; agricultural 
distress and revolutions in Europe during the 1840’s stimulated 
emigration to the United States; the peak figure (in the period 
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before the Civil War) of 427.000 was reached in 1854. Most of 
the immigrants came from the United Kingdom and Germany. 
The German immigrants often settled on farms west of the 
Appalachians. It is estimated that at least five-sixths of the 
Irish remained on the Atlantic seaboard, many of them as un¬ 
skilled laborers in the cities. Probably two-thirds of the Eng¬ 
lish. Scotch, and W’elsh remained in the Northeast, and the 
remainder settled in the West. 

Distribution of Population, In 1790, 94 per cent of the 
American people lived east of the Appalachians; only 250.000 
lived to the west. By 1820. the population in the West had 
risen to 27 per cent, and, by 1850, to 45 per cent. In 1780. 2.7 
per cent of the population lived in cities (places with 8,000 or 
more inhabitants); by 1860, this category had reached 16.1 per 
cent. In 1780 only 5 towns had 8,000 inhabitants: in 1860, 141 
places were at least that large. The population of leading cities 
in 1860 was as follows: New York, 1,175.000; Philadelphia. 
566,000; Baltimore, 212,000. 


LABOR 


From 1790 to 1860 many changes occurred in the supply, 
conditions, and economic position of labor. 

The Labor Supply. A general willingness to work has always 
characterized Americans. Until recently the work week was 
long, vacations were few, and retirement while one was still 
able to work was unheard of. The labor supply was augmente<l 
by the employment of women and children. The number of 
persons over 10 years of age gainfully employed increased from 
2.9 million in 1820 to 10.5 million in 1860. The following per¬ 
centages of the total population were engaged in particular 

occupations. 


Occupations 

.Agriculture ... 

Manufacturing and mechanic arts 
Domestic and personal service , 
Professions . 


1820 I860 

71.88 59.70 

12.15 18.35 

10.00 9.52 

2.81 2.90 


Although wages were relatively high in America, there were 
few day laborers available. There was a need for skilled work¬ 
ers, especially in the factories, and this retarded manufacturing 
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to some extent. Before the Napoleonic wars, only a handful of 
factories used complicated machinery, but the war period 
stimulated manufacturing and many new machines were intro¬ 
duced. The need for labor was met in part by skilled immi¬ 
grants, but often farmers and hand workers learned how to 
operate machines. Not until the 1830’s did the supply of skilled 
labor catch up with the demand. 

Laboring Conditions. About 1800 it was common to work 
from sunup to sunset. By 1830 skilled city artisans had obtained 
a 10-hour work day, but factory laborers worked 12- and 13- 
hour days. One author suggests that a “typical working week 
about 1860 was a little under 70 hours.”' 

Wages. Generally there was an upward trend of wages in the 
period 1800-1860, the level of 1860 being about double that of 
1800. The following table indicates the levels of wages for 
different workers. (Figures do not include allowances for 
board.) 


DAILY WAGES OF AMERICAN WORKERS 


Labor Group 

1820 

1860 

Common labor . 

$ .75 
.50 

1.25-1.50 

$1.00-1.25 

1.00 

1.50-2.00 

Farm labor . 

Skilled artisans and mechanics . 


1 he wages of women and children in factories were consider¬ 
ably lower than those of common laborers. 

Factory Conditions. In addition to the long hours of work, 
conditions in the factories were often unsanitary and unhealth¬ 
ful. Frequently a sort of industrial feudalism made the lot of 
laborers difficult. Workers lived in company houses, bought 
supplies in company stores, and lived under the constant 
surveillance of employers. In the 1840’s the depression made 
conditions for the factory workers worse: wages were reduced ; 
there was considerable unemployment; employers used black 
lists to prevent unionization. 

Child Labor. Few statistics of child labor before the Civil 
War are available. The number of children employed in fac¬ 
tories varied from region to region, but the greatest number 
were in the cotton textile factories of southern New England. 

^ C. W. Wright, Economic History of the United States (New York. 
1951), p. 328. 
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Family System of Employment. Instead of following the 
English method of apprenticeship and transferring children 
from poorhouses, American employers advertised for entire 
families to work. This was advantageous both to the employees 
and to employers because (1) families were not separated, (2) 
parents could discipline children, and (3) employers were less 
responsible for the care of employees. 

Conditions of Child Labor. Most children in the labor force 
were between the ages of 8 and 12; very few were under 7 
years of age. The period of work varied from 11 to 14 hours a 
day. Child labor was employed only in the lighter tasks. 

Effects of System. There were evil effects upon both the 
minds and bodies of the young. Factories were unhcalthful 
places; excessive brutality occurred at times; education was 
neglected. Early efforts to curtail the excesses of the system 
were ineffective. 

Woman Labor. Women workers constituted 20 per cent of 
the total factory labor force in 1860. They were most numerous 
in the boot and shoe, ready-made clothing, and cotton textile 
industries. In the first two industries mentioned the putting- 
out system (with work taken out to be done at home) was used, 
but in the last, women worked in factories. In 1831, 80 per cent 
of the workers in Massachusetts textile mills were women. 

The "Waltham System.” Textile manufacturers deliberate!) 
sought women employees. Since English factory conditions 
were poor and had created an evil impression, Boston promot¬ 
ers sought to make the work moral and not degrading. Only 
persons of good character were hired, and any guilty of im¬ 
proper conduct were discharged. Company boarding houses, 
strictly supervised in the early period, were provided for 
women who did not have homes near by. The Waltham 
System” (initiated in Waltham, Massachusetts) was estab¬ 
lished in Lowell and other areas of the industry. 

Effects of Woman Labor. At first most of the women worked 
for only a few years, but gradually a permanent female labor¬ 
ing class appeared. Conditions grew worse as employers’ feel¬ 
ing of parental responsibility declined, and women of less strict 

character were employed. 

Changes in the Economic Position of Labor. The beginnings 
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of the American labor movement resulted from the attempts 
of laborers to cope with changing economic conditions through 
collective action. Among these conditions were the following; 
(1) Specialization and the division of labor lessened the 
amount of skill and training needed, thereby increasing the 
mobility of labor and the competition among workers. (2) 
.•\lthough productivity increased, most of the resulting gain 
tended to go to consumers in the form of lower prices rather 
than to laborers in the form of higher wages. 

The Early Organization of Labor. Organization began 
among the skilled workers in the trades rather than in the fac¬ 
tories. Local unions appeared immediately after the Revolu¬ 
tion, but the labor movement in the United States is not said to 
have begun until the I820’s. The labor organizations which ex¬ 
isted before the Civil War were generally impermanent bodies, 
established to redress special grievances, and dissolved shortly 
when either successful or defeated. Not until 1842 was the 
right of laborers to join unions recognized by the courts. 

L.abor in the 1820’s. In 1827 Philadelphia carpenters went 
on strike for a 10-hour day; they were quickly joined by paint¬ 
ers, glaziers, and bricklayers. In Philadelphia the Mechanics’ 
Union of Trade Associations was organized. Similar associa¬ 
tions appeared in other cities, and there were national unions 
formed by some craftsmen: shoemakers, comb-makers, car¬ 
penters. hand-loom weavers, and printers. In 1834 a national 
convention of labor representatives was held. 

The Workingmen’s Party. In 1828 the Workingmen’s Party 
was formed in Philadelphia, and in at least fifteen other states 
there were local labor parties. The demands of the workers 
included shorter hours, better working conditions, and legal 
status for labor unions. Results of these political efforts were 
local and temporary, and by 1832 the movement had largely 
failed. This first general effort at unionization disappeared 
during the panic of 1837. 

Labor in the 1850’s. With the return of prosperity in the late 
1840’s labor began to organize again. Many local unions and a 
few national unions were organized in the 1850’s. Among the 
national groups were the Typographical Union, the Stone 
Cutters Union, and the National Union of Machinists and 
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Blacksmiths. The panic of 1857 retarded unionism somewhat, 
but did not obliterate it as the panic of 1837 had done. 

Legal Status for Labor. Under English common law any 
workingmen’s combination for the purpose of raising wages 
was regarded as a conspiracy against the public. Between 1806 
and 1815 several conspiracy convictions against workers were 
obtained in America. In 1842 in the case of CommoHzvcalth v. 
Hunt, laborers' right to organize for lawful purposes was 
recognized. The use of labor weapons was still restricted by 

legal action, however. 

Pre-Civil War Gains of Labor. In addition to legal status 
labor made other gains. In 1840 government employees were 
given a 10-hour work day, and by 1860 this principle was 
spreading in private industry. Between 1800 and 1860 wages 
doubled, and unions were especially successful in obtaining 
increases in the 1850’s. 

REVIEW QUESTIONS 

1. Indicate the extent of population growth from 1790 to 1860. 

2. Discuss the extent of urbanism before the Civil War. 

3. How important and extensive was immigration before 1860? 

4. How extensive was child labor in the pre-Civil War period? What 
was meant by the family system of employment? 

5. How extensive was woman labor before the Civil War? Discuss the 
nature and effects of the “Waltham System. 

6 . How successful were labor's efforts to organize in this period? 
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TRANSPORTATION DEVELOPMENTS 
REFORE THE CIVIL WAR 

Transportation and communication have been essential fac¬ 
tors throug-hout the development of the American economy. 
The impossibility of rapid contact and transport retarded ex¬ 
pansion, and contributed to disunity and localism in our early 
history. The development of new facilities in the early 
nineteenth century greatly increased geographic expansion and 
made possible agricultural and industrial growth. 

General Factors. The population and business followed 
natural waterways in our early life. Although the United 
States is unusually well equipped with waterways, most of the 
rivers of the interior run from north to south. Since population 
moved largely from east to west, natural waterways were not 
always of service, and it was necessary to develop other trans¬ 
portation aids. Improvements in the early nineteenth century 

in three lines: (1) turnpikes and improved 
roads; (2) canals and improved natural waterways; (3) steam 
transport on land and water. 

Improved Roads and Turnpikes. Improved facilities for land 
transport were necessary for economic progress, and in the 
early nineteenth century old roads were improved, and turn¬ 
pikes were constructed. Local roads were built and repaired 
by town and county governments with some help from the 
states. Constitutional objections and state jealousies prevented 
much federal assistance for the development of highways. 
Roads were often poorly constructed and not suited to the 
needs of long-distance traffic. Many private companies built 
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and operated turnpikes in areas where traffic was great enough 
to ensure financial gain. 

Private Companies. In the states from Pennsylvania north¬ 
ward turnpike construction was left largely to private com¬ 
panies. States relieved themselves of the responsibility of 
providing the needed roads by chartering corporations, op¬ 
erating on the profit motive, to build and operate highways. 
States attempted to assure the people of adequate service 
through charter provisions regulating rates. The Lancaster 
Turnpike, the first important one of its kind in America, was 
chartered by Pennsylvania in 1792, and a road was completed 
connecting Philadelphia and Lancaster (66 miles) in 1794. By 
1810 there were 180 turnpike companies in New England; by 
1813, 137 New York companies had built about 1.400 miles; 
by 1832, 86 Pennsylvania companies had built 2,200 miles. 

Decline of Private Companies. After 1825 private turnpike 
companies began to disappear, and roads reverted to public 
control. The experience of the Lancaster Turnpike illustrates 
general difficulties. The cost of construction was much greater 
than original estimates, and the company had to make farther 
demands on shareholders; although the stock finally reached 
par value in 1807, the company had not realized more than 2 
per cent profit thus far. Furthermore, turnpike companies 
often aroused hostility. Road-building had been a pub ic en 
terprise previously, and people resented the fact that private 
individuals were given the power to seize private property 
through the exercise of eminent domain, and to charge tolls. 

The Gallatin Plan. Nationalists and various economic in¬ 
terests agitated for federal aid to support internal improve¬ 
ments. Jeffersonians became loose constructionists of the 
Constitution to justify this exertion of federal authority. Sec¬ 
retary of the Treasury Albert Gallatin made a famous report to 
Congress on internal improvements in 1808. He recommended 
federal aid for the construction of (1) a number of canals 
across several peninsulas along the Atlantic Coast, ( ) a 
south turnpike from Maine to Georgia, and (3) east-west roads 

to connect eastern rivers with the Ohio River. ^ „ 

The Cumberland Road. This highway, sometimes called 
National Road, connected the Atlantic seacoast with the Ohio 
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Valley. Although planned as early as 1803 it was not started 
until 1811. The road followed Braddock's route, reaching 
Wheeling, West \'irginia, in 1818, Columbus, Ohio, in 1833, 
and Vandalia, Illinois, in 1852. The Cumberland Road was 834 
miles long and cost the federal government $6,821,000, but was 
a great national achievement. It was a convenient highway for 
westward migration, and it greatly reduced the time and cost 
of transportation. The road was of great benefit to Philadel¬ 
phia and Baltimore, and it brought prosperity to the areas 
through which it ran. Although there were many other plans 
for federal aid to internal improvements, they were dis¬ 
couraged by President Jackson’s veto of the Maysville Road 
Bill in 1830. 

Canals. Interest in canals as an aid to land transport had 
existed since the time of the Revolution. Although canals were 
expensive and sometimes froze over or were washed out, 
transportation on them was easier than on land. Three com¬ 
mon types of canals were (1) passages around some obstacle 
in a river, (2) connecting links between navigable rivers and 
lakes, and (3) east-west canals designed to draw western busi¬ 
ness to an eastern terminal. The Erie Canal was the great 
prototype of the last kind; many eastern cities attempted 
similar projects. The period of the most extensive canal con¬ 
struction was between the War of 1812 and the panic of 1837. 

Early canals included a canal between Richmond and West- 
ham, Virginia, projected in the 1780's, the Dismal Swamp 
Canal in Virginia and North Carolina, constructed in the years 
1787 to 1794, and the Middlesex Canal between the Merrimac 
and Charles rivers in Massachusetts, built in the period 1795 
to 1808. 

The Erie Canal, This ran from the Hudson River near 
Albany to Buffalo on Lake Erie, and was completed by the 
state of New York in 1825. It was 363 miles long, 30 feet wide, 
and 4 feet deep; it could accommodate 30-ton barges. The cost 
was about 7 million dollars, but the success of the canal was so 
great that within ten years the tolls collected exceeded the cost 
of construction. Subsidiary canals were constructed to con¬ 
nect with Lakes Ontario, Seneca, and Champlain. 

The economic consequences of the Erie Canal were great 
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(1) New York City outdistanced Philadelphia as the outlet for 
the produce of the Great Lake rejjion and the Northwest. The 
cost of transportation between Buffalo and New York was 
reduced more than 75 per cent, and the time consumed was cut 
by almost two-thirds. (2) Western New York and the North¬ 
west grew and expanded rapidly after the Eric was opened: 
agricultural produce increased greatly in value; western New 
York cities and Great Lake ports thrived. 

The Pennsylvania Canal. Between 1826 and 1834 Penn¬ 
sylvania constructed a canal and portage railway system which 
connected Philadelphia and Pittsburgh. This canal, a “mechan¬ 
ical marvel,” was 394 miles long and cost over 10 million dol¬ 
lars. It brought some western trade to Philadelphia, but was 
not so successful as the Erie Canal. 

Other Eastern Canals. The Delaware and Raritan Canal 
extended from Bordentown on the Delaware to New Bruns¬ 
wick on the Raritan in New Jersey. The Morris Canal con¬ 
nected the Hudson at Jersey City with the Delaware at 
PhilHpsburg. The Delaware and Chesapeake Canal, connecting 
the Delaware and Chesapeake Bay, was completed in 1829. 
Maryland built the Chesapeake and Ohio Canal with some help 
from the federal government. This canal was not successful 
because it did not cross the mountains and the competition of 
the Baltimore and Ohio Railroad was too strong. 

Canals in the Northwest. Ohio was very active in canal¬ 
building, constructing over 1,000 miles by 1850. Two canals 
connected Lake Erie with the Ohio River. Indiana completed 
the Wabash and Erie Canal in 1843, connecting Lake Erie with 
the Ohio River. Illinois built the Illinois and Michigan Canal, 
reaching from Lake Michigan to the Illinois River. Wisconsin 
joined Lake Michigan and the Mississippi by constructing a 
canal between the Fox and Wisconsin rivers. In 1855 Michi¬ 
gan completed a canal around St. Mary s Falls between Lakes 
Huron and Superior. 

Railroads. The beginning of American steam railroads came 
in the late 1820's. There had been railroads in use in the United 
States before this, but they employed man power, horse power, 
or stationary engines. The steam railroad offered obvious ad¬ 
vantages : unlike waterways it did not freeze in the winter, it 
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could often go through terrain where canals were impossible. 

Early Railroads. Among the early railroad experiments were 
the following: (1) the Baltimore and Ohio Railroad completed 
thirteen miles of road, 1828-1830; (2) an attempt in 1829 to run 
an English steam locomotive on the Carbondale and Honesdale 
Railroad (now part of the Delaware and Hudson) failed; (3) 
by 1833, 136 miles of road with steam locomotives were in 
operation from Charleston to Hamburg, South Carolina. 

Rivalry of Eastern Cities. There was a great struggle among 
the Atlantic seaboard cities (Boston, New York, Philadelphia, 
Baltimore, Charleston, Savannah) for control of traffic from 
the interior. By 1850 only one railroad reached into the in¬ 
terior. and sixteen different companies operated that road. In 
1853 the disorganized New York system was consolidated into 
the New York Central. In the 1850’s a number of other lines 
connecting the Atlantic Coast with the interior were com¬ 
pleted : the New York and Erie reached Take Erie in 1851; the 
Pennsylvania Railroad reached Pittsburgh in 1853; the Balti¬ 
more and Ohio reached Wheeling in 1853. 

Southern Railroads. The Western and Atlantic Railroad of 
Georgia reached the Tennessee in 1850; it connected with the 
rail system of the Northwest in 1854, and Chattanooga became 
the most important rail terminal in the Southwest. The Mobile 
and Ohio reached Cairo, Illinois, in 1859. The New Orleans, 
Jackson, and Great Northern connected New Orleans and 
Tennessee in 1859. 

Location of Railroads. As late as 1850 about 80 per cent of 
the nation’s railroad mileage was to the east of the Appalachian 
Highland. By 1860, however, nearly one-half of the national 
total of 31,246 miles was in the trans-Appalachian region. 
Early railroads in the West followed the pattern of canals in 
the area (connecting the Great Lakes and the Mississippi 
River system), but the roads of the 1850’s raced directly west¬ 
ward to such cities as Chicago, St. Louis, and Milwaukee. Be¬ 
cause of its strategic location Chicago became the chief 
railroad center of the Middle West. 

Financing Railroads. By the time of the Civil War rail¬ 
roads were the nation’s most important corporations, and in a 
great many states they had the largest capitalization of all 
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RAILROAD MILEAGE IN THE UNITED STATES 


Region 

1830 

1840 

; 1850 

1860 

Pncflann ..... 


517 

2,508 

3.660 

Atljintic States .... 

30 

1.566 

3,105 

6.354 

Tr3ti<*\fl<^K^lDDI \VCSt ... 

40 

80 

2.906 

Qrkitf ........ 

10 

522 

1,717 

5,351 

OlH ^1^11 f..... 


74 

336 

3,392 

Old Northwest . 


111 

1.276 

9.583 

Total . 

40 

2.830 

9,022 

31,246 


companies. Great difficulty was encountered in obtaining capi¬ 
tal to construct railroads: financial insecurity in an unsettled 
country made prospective investors wary. However, over 
$1,250,000,000 was invested in railroads, 1830-1860, much of 
this money coming from Europe. Public aid supplemented 
private capital. (1) Local governments probably gave most of 
all. (2) A number of states aided railroads in various ways. 
Georgia actually built and operated a line between Atlanta and 
Chattanooga until 1870. (3) Federal land grants to railroads 
(mainly in the Northwest and Southwest) were worth 31 

million dollars by 1861. 

Significance of Railroads. The settlement and development 
of the West was greatly facilitated: settlers were offered better 
transportation, and marketing was made easier. Railroads 
stimulated manufacturing by widening markets and providing 
access to raw materials. In the 1850’s the Northwest and the 
Northeast were linked securely by railroads, affecting signifi¬ 
cantly political as well as economic associations just prior to 

the Civil War. 

Steamboats. In 1807 Robert Fulton made the first successful 
steamboat voyage in the “Clermont.” Commercial use of the 
steamboat followed. As this new development was perfected, 
the cost and time of transportation were reduced. Fulton and 
his associates were granted a monopoly of steamboat traffic 
in the waters of New York and Louisiana, but m 1824 m the 
case of Gibbous v. Offdeu the grant was forbidden on the ground 
that it was a violation of Congressional control of interstate 
commerce. Although steamboats entered the coastal trade by 
the 1830’s, sailing craft still dominated that business in 1860. 
Steam transport on the internal rivers was of great importance. 
As early as 1821 the tonnage of steamboats putting m at New 
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Orleans outweighed that of barges, flatboats, etc. In 1860 over 
700 steamboats were in use on western rivers. The develop¬ 
ment of this commerce was of great economic consequence: 
river ports such as Cincinnati, Louisville, St. Louis, and 
Memphis flourished; New Orleans became one of the leading 
commercial centers of the world. The federal government took 
only a small part in the development of domestic commerce: 
by 1860, 3 million dollars had been appropriated to improve 
river navigation; surveys of rivers and coasts were made; 
lighthouses were built; Congressional acts of 1838 and 1852 
provided for safety regulations and the licensing of pilots and 
engineers. 


REVIEW QUESTIONS 

1. What were the eras of transportation development before the 
Civil War? 

2. How were turnpikes constructed and operated? 

3. Indicate the extent of federal aid to transportation development 
before the Civil War. 

4. What was the economic significance of the Erie Canal? 

5. How important were canals in the development of the Old North¬ 
west? 

6. Discuss the economic significance of railroads before the Civil War 

7. How were the early railroads financed? 

8. How important was steam transport in internal commerce before 
1860? 
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WESTWARD EXPANSION BEFORE THE 

CIVIL WAR 


Before the Revolution the American population had not 
moved far beyond the Appalachian barrier, but with the elimi¬ 
nation of the French menace and the English restrictions, and 
the improvement of transportation, the movement westward 
was accelerated. The acquisition and conquest of wild lands 
in the interior and western part of the continent were an out¬ 
standing force in the growth of the American economy and the 
shaping of American character. 

SIGNIFICANCE OF THE FRONTIER 

Hunters, traders, and missionaries made the first westward 
advances, establishing trade routes with such posts as Pitts¬ 
burgh, Chicago, and St. Louis. Next came the ranchers, who 
used the land for grazing livestock. Following the ranchers 
were the farmers, the first in small, isolated groups, eager to 
move on quickly, and later arrivals in more densely settled, 
permanent communities. Farming gave way to commerce and 
business in favorable areas. These stages were not always dis¬ 
tinguishable and they frequently overlapped. Generally, how¬ 
ever, these successive economic frontiers explain much of the 
Westward movement. 

Navigable rivers provided the easiest and the fastest routes 
to the interior for the frontiersmen. The French had the 
easiest access to the interior, proceeding from the St. Lawrence 
Valley to the Great Lakes and the Mississippi River system. 
There w'ere several important routes inland from the Atlantic 
seaboard. (1) The Hudson and Mohawk river valleys provided 
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the best road, but this was blocked for some time by the 
Iroquois Indians. Settlers found it possible to proceed from 
the Mohawk to the Allegheny and then to the Ohio River. 
(2) Another route went from the Potomac River to the Monon- 
gahela, and from there to the Ohio in western Pennsylvania. 
This route was later followed by the Cumberland or National 
Road. (3) The most important route for early settlers was 
through the Appalachian Valley, and the Cumberland Gap, or 
the Tennessee Valley. 

THE FRONTIER IN THE REVOLUTIONARY PERIOD 

The conclusion of the French and Indian War in 1763 left 
England in control of all of North America east of the Mis¬ 
sissippi River. Removal of the French menace did not open 
the West for English settlement because the Indians feared 
their advance, and in 1763 and 1764 there was a general insur¬ 
rection led by Pontiac, an Ottowa chief. 

British Western Policy. To settle the Indian problem the 
English government issued the Proclamation of 1763, for¬ 
bidding settlement beyond the Appalachian ridge. In a series 
of treaties with the Indians, however, new lands were opened 
to the whites. Although the Proclamation of 1763 did not 
retard westward expansion very much, the colonists resented 
the British effort to keep them east of the mountains. Land 
speculators, especially, felt that their interests had been 
damaged. 

The Quebec Act of 1774 extended the boundaries of the 
province of Quebec to the Ohio and Mississippi rivers, threat¬ 
ening to exclude settlers from the eastern colonies. The Que¬ 
bec Act also invalidated charter grants of land in the old 
northwest to the English Atlantic colonies. It further angered 
the Protestant colonists by granting to French Catholics free¬ 
dom of worship in Quebec. 

Winning the West. During the Revolution the British en¬ 
couraged the Indians to attack the outlying American settle¬ 
ments, some of which were now on the west slopes of the 
Appalachians. In 1778 George Rogers Clark, with a Virginia 
commis:‘on, captured the English posts at Kaskaskia on the 
Mississippi and at Vincennes on the Wabash. Clark’s victories 
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in the old northwest were the basis of United States claims to 
this area. These claims were confirmed by the treaty at the 
end of the Revolution. The British held some of the posts in 
the Northwest until 1795, however. 

Early Frontier Advance. The early frontier settlements in¬ 
cluded those of Tennessee. Kentucky, and the old northwest. 

Tennessee. The first settlement was in the Watauga River 
Valley, founded by James Robertson and John Sevier in 1768. 
Control of this settlement was disputed by Virginia and North 
Carolina, and the Watauga community was practically inde¬ 
pendent until 1778. Then it became part of North Carolina. 
In 1779 Robertson led a group from Watauga to Nashboro on 
the Cumberland River in middle Tennessee. From 1784 to 1789 
the Tennessee pioneers organized the independent state of 
Franklin, and sought admittance to the United States. In 1789 
North Carolina reasserted her sovereignty. Tennessee’s popu¬ 
lation in 1790 was 35,000, and it became a separate state in 1796. 

Kentucky. Settlement began in 1769, but little progress was 
made until the Indians were defeated in Lord Dunmore’s War 
in 1774. Boonesboro was founded in 1775 by Daniel Boone, 
agent of the Transylvania Company, which bought the land 
between the Cumberland and Kentucky rivers from the In¬ 
dians. Virginia claimed jurisdiction over this region, and in 
1778 the Transylvania Company’s title to the land was in¬ 
validated. Louisville was founded in 1779, and by 1790 there 
were over 70,000 settlers in Kentucky. It became a state in 

1792. 

The Old Northwest. Settlement north of the Ohio River 
began later than in Tennessee and Kentucky. Conflicting 
claims to the area, and the Indian menace, retarded expansion. 
The Land Ordinance of 1785, which provided for the survey¬ 
ing of the Northwest, and the Northwest Ordinance of 1787, 
which set up a territorial government, aided the opening of 
the region. The first settlement in Ohio was Marietta, founded 
by the Ohio Company of Associates. This company had se¬ 
cured an option to buy 2 million acres of land, payment to be 
made in depreciated Continental scrip. Although the company 
defaulted in its payments. Congress granted it title to about 
1 million acres. Another land company that encouraged settle- 

Number.., . 
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ment and confused land titles was the Scioto Company. A 
third f^roup led by John Cleves Symmes of New Jersey secured 
an option to buy 1 million acres, and settled the towns of 
Columbia and Cincinnati. The Census of 1790 declared the 
population of the northwest to be 4.280. Settlement of the 
eastern part was rapid in the next decade, and Ohio became a 
state in 1802. 

The Mississippi Valley in American Diplomacy. The 
Mississippi River was of great significance to the trans- 
Appalachian settlers: navigation of the river and the right of 
deposit at New Orleans were necessary for the marketing of 
their produce. Until the United States guaranteed to western¬ 
ers these privileges, they were uneasy and discontented. 

Right of Navigation and Deposit. The Treaty of 1783 with 
England had included the privilege of navigating the Missis¬ 
sippi, but this meant little as long as Spain controlled the 
mouth of the river. In 1784 Spain closed the Mississippi to 
American shipping. Not until 1795 in the Treaty of San 
Lorenzo with Spain did the United States gain the right to 
navigate the Mississippi and to deposit goods at New Orleans 
for a period of three years. 

Louisiana Purchase. In 1800 Napoleon Bonaparte persuaded 
the Spanish government to retrocede the province of Louisiana 
to France. This produced anxiety in the United States, and 
negotiations were quickly begun for the purchase of New 
Orleans and the Floridas (West Florida then extended to the 
east bank of the Mississippi). In 1803, after the loss of a 
French army in Santo Domingo, Napoleon agreed to sell the 
entire province of Louisiana, stretching from the Mississippi 
to the Rocky Mountains, to the United States for 15 million 
dollars. President Jefferson had constitutional scruples against 
the acquisition of new territory, but realizing the great im¬ 
portance of control of the Mississippi, he urged the adoption of 
the purchase treaty. 


LAND POLICY 

Major developments in federal land policy included the Land 
Ordinance of 1785, the act of 1796, and the pre-emption act of 
1841. 
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Land Ordinance of 1785. This basic measure provided for 
the surveying of public land in the Northwest Territory. Rec¬ 
tangular townships of 36 square miles were laid out, and one 
square mile section in each township was reserved for edu¬ 
cation. Land offices were established for the sale of public land 
at auction at a price of not less than $1 an acre. Half of each 
township was to be sold in sections of 640 acres, and half was 
to be sold intact. 

Act of 1796. No land was to be sold until the land was 
surveyed and the Indian title extinguished. Alternate town¬ 
ships were to be sold in lots of 8 sections; intervening town¬ 
ships in single sections. A minimum of 640 acres could be 
purchased. The price was raised to $2 an acre, but a credit 
system, allowing a year for payment, was introduced. 

Since 640 acres was too large a unit of sale for the ordinary 
settler, Congress gradually reduced the acreage: 1800, 320 
acres; 1804, 160 acres; 1820, 80 acres. The act of 1820 reduced 
the price to $1.25 an acre, and abolished the credit system of 
purchase. 

Pre-emption Act of 1841. The act permitted squatters, who 
had preceded government surveyors in the westward move¬ 
ment, to purchase land they had occupied, free from competi¬ 
tive bids. 

Weakness of Land Policy. Although federal land policy 
became increasingly more liberal, the land laws favored specu¬ 
lators rather than settlers. The government's price was too 
high for poor settlers; no limit was set on the amount one 
might purchase; settlement and improvement of the land were 
not required. 

MOVEMENT OF THE FRONTIER TO AND BEYOND 

THE MISSISSIPPI RIVER 

The westward movement was accelerated during and after 

the War of 1812. 

The Old Southwest. Settlement of the trans-Appalachian 
South advanced rapidly in the early nineteenth century: the 
population of Mississippi Territory grew from 40,000 in 1810 
to 203,000 in 1820; Mississippi and Alabama became states in 
1817 and 1819, respectively. Cotton cultivation was extended 
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quickly into the Gulf states, and in the 1830's this area sur¬ 
passed the old South in the production of cotton. 

Florida. In 1819 the United States acquired this south¬ 
eastern peninsula from Spain, by assuming American claims on 
Spain to the extent of 5 million dollars. Florida became a 
state in 1845. 

The Trans-Mississippi Southwest. Settlement advanced 
quickly enough to permit the organization of the following 
states: Louisiana (1812), Missouri (’1820), Arkansas (1836), 
Texas (1845). 

Texas. The early settlers of Texas, largely from the United 
States, won their independence of Mexico in 1836. The repub¬ 
lic of Texas offered itself for annexation to the United States 
at once, but not until 1845 was Texas annexed. War with 
Mexico, 1846-1848. determined the southern boundary of Texas 
to be the Rio Grande River. At the end of tlie Mexican W^ai 
the United States also acquired the great southwest and Cali¬ 
fornia for 18 million dollars. 

The G.adsden Purchase. In 1853, with a view to the construc¬ 
tion of a transcontinental railroad, tlie United States pui chased 
an additional strip of territory along the southwestern bound¬ 
ary from Mexico for 10 million dollars. 

The Old Northwest. The settlement of the area (Ohio, In¬ 
diana, Illinois, Michigan, Wisconsin) proceeded very rapidly, 
especially after the War of 1812. Several factors stimulated 
this advance. (1) Economic distress during and after the \\ ar 
of 1812 caused many to go west. (2) Grants of land in this 
region were made to soldiers. (3) The Indian menace was re¬ 
moved, beginning with William H. Harrison’s victory at Tippe¬ 
canoe in 1811. (4) Transportation facilities were improved: 
the National Road led into the Ohio Valley; steam tmnsport 
on the western rivers was introduced in 1811; the Erie Canal 
was completed in 1825. Dates for the admission of states are: 
Indiana, 1816; Illinois, 1818 : Michigan, 1836; Wisconsin, 1848; 
Iowa, 1848; Minnesota, 1858. The settlers of the Northwest 
were: (1) pioneers from the central Atlantic states; (2) Scotch- 
Irish small farmers of the South, who had been displaced by 
large planters; (3) German immigrants. The economy of the 
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area was dominated by small grain and livestock farms. 
Slavery had been forbidden by the Northwest Ordinance of 

1787. * 


THE FAR WEST BEGINNINGS 

In the years 1804 to 1806. Lewis and Clark ascended the Mis¬ 
souri River, crossed the Rockies, and descended the Columbia 
River to the Pacific Ocean. Zebulon Pike, at about the same 
time, followed the Arkansas River to the Rockies, and then 
struck south toward the Rio Grande and the Spanish colonies, 

eventually returning to Louisiana. 

Oregon. Interest in Oregon resulted from the fur trade begun 
by New Englanders as early as 1788. Astoria was founded in 
1811 by John Jacob Astor's American Fur Company. Two 
British companies, the Hudson's Bay Company and the North¬ 
west Company, bought out the American merchants and 
dominated Oregon until the 1840’s. During this period Oregon 
was held jointly by the United States and Great Britain. In 
the 1830's American interest in Oregon was revived by propa¬ 
gandists, and migration there began. In the next decade the 
American population of the area increased greatly and in 1846 
the United States and England divided the Oregon territory. 
The 49th parallel became the United States border in the far 

northwest. 

Utah. The Mormons founded a settlement at Salt Lake in 
Utah in 1847, and within a year there were 5,000 settlers in the 
colony. Led by efficient organizers, and fired with religious 
zeal, the Mormons built irrigation works and established a 
prosperous community in the desert. 

California. Gold was discovered in California in 1848, and in 
1850 the population exceeded 90,000. Settlers came by sea, 
either by way of Cape Horn or the Isthmus of Panama, and by 
the long overland route across the continent. The first trans¬ 
continental railroad, the Union Pacific, was not completed until 
1869. A few gold-seekers “struck it rich,” but the placer-mine 
deposits were soon exhausted and the settlers had to adjust 
themselves to more normal lives. In 1850 California was 
admitted to the Union. 


Rc't iezi' Questions 
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REVIEW QUESTIONS 

1. How influential has the frontier been in the growth of the American 
economy? 

2. What were the chief routes from the Atlantic coast to the interior? 

3. What effect did British western policy have on the American 
Revolution? 

4. Describe the beginnings of settlement in Kentucky. Tennessee, and 
Ohio. 

5. Discuss the importance of the Mississippi River in our early eco¬ 
nomic history. What part did the struggle for the Mississippi play 

in our political and diplomatic affairs? 

6. Outline American land policy before 1860. What were its chief 

shortcomings? 

Explain the progress of settlement in (a) the Southwest and (b) the 
Northwest. 

8. Discuss the beginnings of (a) Oregon and (b) California. 
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BEGINNINGS OF AMERICAN 
INDUSTRIALISM 


Between 1789 and 1860 the chief occupation of the American 
people was agriculture, but the beginnings of industrialism 
came in this period, too. Before the War of 1812 the United 
States was dependent upon Europe for the finer manufactured 
goods; thereafter the factory system became firmly established 
and the demand for manufactured goods was for the most 
part met by domestic producers. In this period, manufacturing 
assumed an independent economic status and ceased to be 
merely an auxiliary part of merchant capitalism. 

MANUFACTURING FROM THE REVOLUTION TO 1815 

Manufacturers had to cope with a number of problems. 
(1) Dependence on Europe. Following the Revolution, trade 
with Europe was resumed and American manufacturers found 
it difficult to compete with cheaper English goods. (2) Lack 
of capital. Capitalists were more eager to invest in tried fields 
of activity like trade or land speculation than in manufacturing. 
Inadequate banking facilities added to this difficulty. (3) 
Scarcity of labor. The availability of good land and the pros¬ 
pect of profit from agriculture tended to lessen the supply of 
labor available to manufacturers and to increase its cost. (4) 
Need for improved transportation. Before the introduction of 
steam power, transportation was slow and dependent upon 
the weather, and marketing was difficult. (5) Lack of mana- 
gerial experience. 

Encouraging Factors. Impetus to manufacturing came from 
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several sources : (1) the difficulty of importing European goods 
preceding and during the War of 1812; (2) the introduction 
of power-driven machinery in cotton manufacturing; (3) gov¬ 
ernment bounties and subsidies; (4) a persistent desire to be 
independent of Europe. 

Effects of the War of 1812. Because of the interruption of 
trade, capital was diverted from mercantile to industrial in¬ 
vestments. The scarcity of imported goods encouraged the de¬ 
velopment of American manufacturing, and a surge of 
nationalism encouraged the growth of economic independence. 

RISE OF THE FACTORY SYSTEM 

The factory system was firmly established in the first half of 
the nineteenth century, and by the time of tlie Civil ^^'^ar house¬ 
hold manufacturing and work by itinerant artisans had been 
largely eliminated. The first successful textile mill was built 
by Samuel Slater at Providence, Rhode Island, in 1789, Other 
experiments of the same period at Beverly, Massachusetts, and 
Philadelphia proved temporary. In 1814 Patrick Tracy Jackson 
and Francis Cabot Lowell established “the first modern fac¬ 
tory" in America at Waltham, Massachusetts, for the manu¬ 
facture of cotton cloth. Other entrepreneurs quickly followed 
their example. 

Power. Water power was first used by a short-lived textile 
mill founded at Paterson, New Jersey in 1791. The first factory 
use of steam is claimed for a sawmill in New York in 1803. 
Although water power continued to be the main type used in 
America for many years, the use of steam gradually increased. 

PROGRESS IN SPECIFIC INDUSTRIES 

Significant developments occurred in textile manufacturing, 
iron and minor metal manufacturing, and the processing of 
foodstuffs. 

Cotton Textiles. The interruption of trade before and during 
the War of 1812 greatly stimulated cotton manufacturing. In 
1814 a factory was established at Waltham, Massachusetts, 
where for the first time spinning and weaving machinery was 
included in the same factory. With the return of peace in 1815 
English competition ruined many infant industries. The tariff 
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of 1816 offered protection, and improved machinery encouraged 
American manufacturers, however. The growth after 1820 
was very rapid, and from 1840 to 1860 cotton manufacturing 
increased 150 per cent. Although 69 per cent of this industry 
was located in New England in 1860, there were other develop¬ 
ments in the Hudson, Mohawk, and Delaware valleys. 

Woolen Manufactures. Progress in woolens was slow, and 
in 1860 the United States was still importing raw wool and 
woolen manufactures from England. English competition in 
this industry was very difficult to overcome despite the 
impetus of the War of 1812 and the protective tariff. It was 
not until the 1840’s that the factory system supplanted do¬ 
mestic production in this industry. Between 1840 and 1860 the 
number of woolen factories rose from 1420 to 1909, the capital 
invested from 15.7 to 35.5 million dollars, and the \alue of the 
product from 20.6 to 68.8 million. 

Other Textiles. Linen, an important homespun product in 
colonial America, was largely replaced by the cheaper cotton 
and woolen cloth. A few factories producing linen were estab¬ 
lished, but the duty imposed on imported flax by the tariff of 
1828 virtually ruined the industry. By 1860 the total value 
of factory-made linens was only $700,000. The manufacture of 
hemp for bagging and bale cloth became important in the Ohio 
valley. In 1860 Kentucky produced 5.7 million yards of bag¬ 
ging, and Missouri 3.6 million. Silk manufacture was slow in 
developing. The Census of 1860 revealed that the total value 
of silk goods was 6.5 million dollars. 

Iron Manufacturing. Competition with the more advanced 
English manufacturers retarded American production. During 
and after the War of 1812, however, a number of factors en¬ 
couraged the development of the iron industry. (1) Technical 
improvements. The use of coal and the introduction of ma¬ 
chinery in smelting permitted large-scale operations. (2) New 
resources. After 1820 the iron industry expanded into western 
Pennsylvania and the Ohio valley. By 1860 the use of ore 
from the Lake Superior region had begun. (3) Demand for 
new products. As the nineteenth century advanced there was 
increased demand for such iron products as steam engines, 
locomotives, rails, farm machinery, textile machinery, and 
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stoves. (4) The tariff. Between 1818 and 1828 tariffs ranging 
from 40 to 100 per cent were imposed on iron imports. By 1860 
the total iron production of the United States was almost 1 
million tons. Pennsylvania produced more than one-half of 
this amount; Ohio was the second largest producer. The out¬ 
put of steel, however, was less than 12,000 tons in 1860. 

Minor Metal Manufactures. New England was the center of 
the industries producing small metal products. Among iron 
and steel goods were axes, springs, bolts, firearms, clocks, wire, 
and cutlery. Southern New England also led in the production 
of tinware, brassware, and cheap jewelry. 

Processing of Foodstuffs. Steady expansion occurred in 
flour-milling and meat-packing, and in the liquor industry. 

Flour-milling. In the late eighteenth century Oliver Evans 
invented labor-saving machinery which greatly increased the 
productivity of flour mills. As the population moved westward 
and grain production increased, flour-milling became an im¬ 
portant industry. Baltimore was the early leader in flour- 
milling, developing a flour trade with the South, Latin America, 
and Europe. Other eastern centers were Richmond and 
Rochester. The most important western milling town was 
St. Louis. This city with its fine river and rail transportation 
facilities captured markets for flour in the South and the East. 

Meat-packing. Before the coming of canals and railroads 
cattle and hogs were driven to eastern markets. Improved 
transportation facilitated the establishment of slaughtering and 
meat-packing towns in the west. Usually meat was smoked, 
cured, or pickled and shipped to market. Expensive and un¬ 
dependable canned meat made its appearance just before the 
Civil War. By-products of meat-packing led to the establish¬ 
ment of factories for the production of soap, glue, lard, oil, and 
brushes. Cincinnati was the leading center for meat-packing 
until the mid-nineteenth century. Thereafter Chicago assumed 
first place. 

Liquor Industry. Grain-distilling moved westward as flour¬ 
milling did. Due to the high cost of transportation farmers of 
western Pennsylvania, Maryland, and Virginia found it more 
profitable to market whiskey than grain. After 1810 Cincinnati 
became the greatest center for the production of whiskey. 
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THE LOCATION OF INDUSTRY 

A variety of factors, including availability of raw materials, 
capital, labor, and transportation facilities affected the location 

of industry. 

Northeast. In the colonial period the Northeast assumed the 
leadership in industry. Populous New England, with poor 
agricultural resources, plenty of water power, and an active 
commerce, was suited to manufacturing, but the area lacked 
raw materials. The middle Atlantic states had better resources 
and also had easier access to the interior, but agriculture com¬ 
peted with industry for capital and labor supply. There de¬ 
veloped. however, plants producing detailed and finished 
manufactures in the Hudson, Mohawk, and Delaware valleys 
and in such centers as New York, Philadelphia, Newark, 
Rochester, Paterson, and Pittsburgh. 

South. The establishment of some industries, such as cotton 
mills at Graniteville, South Carolina, and iron works at Rich¬ 
mond, Virginia, gave promise of industrial progress, but the 
overwhelming interest in agriculture prevented much indus¬ 
trial development before the Civil War. 

Northwest. The Ohio valley established considerable manu¬ 
facturing by 1860; the area in general produced flour, meat 
products, farm machinery, lumber, cordage, bagging, and 
whiskey. 


MANUFACTURING BY SECTIONS, 1860 


Sections 

Number 

of 

Estab¬ 

lish¬ 

ments 

Capital 

Invested 

Average 

Number 

of 

Laborers 

Annual 

Value 

of 

Products 

New England 
Middle states 
Western states 
Southern states 
Pacific states 
Territories 

20,671 

53,387 

36,785 

20,631 

8.777 

282 

$ 257.477.783 
435.061.964 
194.212,543 
95,975.185 
23.380.334 
3,747,906 

391.836 

546.243 

209.909 

110,721 

50.204 

2,333 

$ 468.599.287 
802,338.392 
384.606,530 
155,531,281 
71.229.989 
3,556,197 

Total 

140.533 

$1,009,855,715 

1,311,246 

$1,885,861,676 


ECONOMIC ORGANIZATION OF INDUSTRY 

The development of manufacturing depended in part upon 
the ability of entrepreneurs to attract financial support. Gradu- 
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ally, the growing industries earned profits to help finance ex¬ 
pansion. The need of obtaining funds was one of the reasons 
for the general adoption of the corporate form of business 
organization. 

Capital Supply. The lack of capital for manufacturing was 
a problem which persisted until after the Civil War. There 
was a natural tendency to invest in those economic activities 
which promised the greatest profit—land companies, turnpikes, 
canals, railroads. This was true of foreign as well as domestic 
capital. Furthermore, public funds were not made available to 
industry as was the case in transportation developments. Pub¬ 
lic assistance consisted of limited loans and subsidies, tax 
exemption for short periods, and the right to conduct lotteries. 
The rate of increase of capital supply available to industry 
varied greatly^-because of financial crises and wars which di¬ 
verted capital to other uses. 

There was a conspicuous transfer of capital from foreign 
commerce to manufacturing in the period of the Napoleonic 
wars. Domestic commerce yielded some capital to industry 
throughout the early nineteenth century. Gradually, however, 
industry itself became the most important producer of capital. 
Capital invested in manufacturing rose from 50 million dollars 
in 1820 to 500 million in 1850 and 1,000 million in 1860. 

Business Organization. The most important forms of busi¬ 
ness organization until the mid-nineteenth century were the 
partnership and the joint-stock company, the latter being in 
reality an enlarged partnership. The joint-stock business form 
was used successfully first by groups of merchants, but gradu¬ 
ally it became popular for small industrial ventures as well. 

The corporate form of business offered the advantages of 
(1) broadly distributed ownership, (2) the ability to attract 
many investors through the sale of low-cost shares, and (3) 
limited liability. Despite the difficulties of securing a charter 
in the early period, corporations rose steadily in number. New 
York in 1811 provided the first general incorporation law; 
Massachusetts and Connecticut adopted similar measures by 
1830. Liberal provisions in these early laws were modified 
somewhat in the period of the panic of 1837 and after. Al¬ 
though restrictions on corporate activity, intended to protect 
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the public, were imposed by state laws, incorporation was still 
easy, and the long-run effect of the laws was to encourage the 
use of the corporate form of business. 

EXTENT OF MANUFACTURING IN 1860 

The total value of manufactures in 1860 was about 1.800 mil¬ 
lion dollars, or almost ten times the estimated value m 1810. 
Nearly 1.2 million workers (less than 25 per cent women) were 
engaged in manufacturing, and over 900 million dollars was 
invested in industry. The leading industries ranked as follows 
in the value of the product of each; cotton goods, iron, sawed 
lumber, boots and shoes, ready-made clothing, flour and meal, 
steam-engine machinery, woolen and worsted goods, and 

leather. 


review questions 

1. What were the outstanding problems confronting American industry, 

1789-1815? , 

2. What factors encouraged the growth of industry before 1815? 

3. What were the effects of the War of 1812 on industry? 

4. Name some of the outstanding entrepreneurs who helped establish 
the factory system in America. Describe their work. 

5. What progress was made in cotton manufacturing before the Civil 
War? In woolens? In linen, hemp, and silk manufactures? 

6. What conditions favored the development of the iron industry? 

7. How important was industry in the economy of the Northeast by 
1860? The South? The Northwest? 


13 


FOREIGN TRADE AND MARITIME 
INDUSTRIES, 1789-1860 


From the outbreak of the American Revolution to the end 
of the Napoleonic wars, American shipping was confronted by 
abnormal conditions. Independence resulted in trade disloca¬ 
tion and necessitated reorganization. Until 1807 conditions 
were prosperous, but thereafter American commerce suffered 
badly from effects of the European wars and restrictions of the 
United States government. After 1815 more normal conditions 
returned, and the steady growth of shipping resulted. By 
mid-century came the glorious peak of the clipper-ship era, but 
by the time of the Civil War American commerce had entered 

a period of decline. 

EXPANSION OF COMMERCE, 1789-1807 

While the ports of the British Empire were closed to Ameri¬ 
can vessels, Yankee merchants found new trade opportunities. 
Commerce with the Far East began shortly after the Revolu¬ 
tion; trade with northern Europe increased; some Caribbean 
ports of France, Holland, Denmark, and Spain were opened 
to the Americans. 

European War. The outbreak of war between England and 
France in 1793 brought commercial opportunities to Americans, 
the most important neutral shippers. Despite the belligerents 
interference with neutral commerce, undeclared war between 
the United States and France (1798-1800), and war with the 
Tripolitan pirates (1801-1804), American trade expanded and 
prospered until 1807. Tonnage registered for foreign trade 
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rose from 123,893 in 1789 to 981,017 in 1810. The percentage of 
United States trade handled by American vessels in the same 
period also increased: imports, from 17.5 to 93 per cent; ex¬ 
ports, from 30 to 90 per cent. 

COMMERCIAL DEPRESSION, 1807-1815 

From 1807 to 1815 American commerce was adversely af¬ 
fected by European trade regulations, the restrictions of the 
United States government, and the outbreak of war with Eng¬ 
land in 1812. 

European Trade Regulations. Both the English and the 
French tried to coerce the enemy through economic boycotts. 
The English Orders in Council declared that the coast from the 
Elbe to Brest was blockaded and in November, 1807, declared 
that no neutral could trade with France or her allies without 
putting in at a British port and paying duties. The French 
established the Continental System which tried to prevent neu¬ 
trals from trading with the enemy by declaring that any ves¬ 
sel sailing to England was liable to seizure. These restrictions 
resulted in the seizure of about 1,600 American vessels. In 
addition there were outright attacks, such as the “Leopard’s” 
firing on the “Chesapeake.” 

American Retaliation. President Jefferson resorted to eco¬ 
nomic coercion to gain respect for American neutral rights. 
The Embargo Act of December. 1807, prohibited American 
vessels from sailing for foreign ports and permitted coastal 
trade only under heavy bond. American exports dropped from 
108.3 million dollars in 1807 to 22.4 million in 1808: imports 
from 138.5 million to 56.9 million. Pressure from shipping in¬ 
terests, especially in New England, resulted in the repeal of 
the embargo in March, 1809. The Non-Intercourse Act, for¬ 
bidding trade with Great Britain, France, and their possessions 
only, was substituted. This was followed by the Macon Bill in 
1810, which permitted trade with all countries, but which pro¬ 
vided that if either belligerent withdrew the restrictions on 
American shipping, nonintercourse would be reimposed on the 
other. Deceived into believing that Napoleon had removed the 
French decrees. President Madison proclaimed the revival of 
nonintercourse against Great Britain if the Orders in Council 
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were not repealed. The Macon Bill proved ineffectual because 
Napoleon continued to seize American shipping, and England 
Ignored our demands. Notwithstanding the interference with 
trade in the period from 1809 to 1811, American shipping grew 
and prospered. 

Outbreak of War. With both belligerents unmindful of 
.\merican neutral rights, the United States drifted toward war 
in 1811. In early 1812 another embargo was established, and 
on June 18 the United States declared war on England. Al¬ 
though the ostensible causes of the war were violations of 
American neutrality, other factors were of more importance. 
Western farmers and plantation owners attributed the decline 
in agricultural prices to British interference with our com¬ 
merce ; the frontier settlers blamed the English for the Indian 
uprising in the northwest in 1811; and there was a strong de¬ 
sire to annex Florida and Canada. 

Commerce and the War of 1812. The war was largely a 
naval one, and land operations, quite unsuccessful for the 
United States, were relatively unimportant. The small Ameri¬ 
can navy acquitted itself well, and American privateers 
captured about 1,300 prizes, but the superior British navy effec¬ 
tively blockaded the coast of the United States and seized some 
1,400 American vessels. The effect of war on commerce was 
great: United States exports fell from 61.3 million dollars in 
1811 to 6.9 million in 1814. and imports from 53.4 million to 
12.9 million. Commercial New England bitterly deplored the 
economic effects of this war to protect neutral shipping rights. 

Peace of Ghent, 1814. American expectations of easy vic¬ 
tories in the War of 1812 were not realized, and negotiations 
for peace began early. In December, 1814, peace with England 
was concluded with no mention of the ostensible causes of 
fighting. It seemed likely, however, that general peace in 
Europe would end the interference with American commerce. 

Economic Effects of Peace. The return to peace and more 
normal conditions in Europe resulted in a great revival of 
trade. Imports flooded the American market and threatened 
or ruined many new businesses. Expansion in foreign trade 
continued until 1819, however, when there was a sharp decline. 
In this postwar period agreements concluded with Great 
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Britain, France, other European nations, and Latin American 
countries established reciprocal trade privileges. In 1830 Eng¬ 
land finally opened the West Indies to American shipping. 

FOREIGN COMMERCE. 1820-1860 

The foreign trade of the United States expanded consider¬ 
ably between 1820 and 1860, and there were important changes 
in the structure of American commerce. 


VOLUME OF TRADE 

(in millions of dollars) 



1821 

1831 

1841 

1851 ! 

1860 

Total imports 

62 

103 

127 

220 

362 

Total exports 

64 

81 

121 

218 

400 

Total 

126 

184 

248 

438 

762 


Trends. The period 1820-1830 was one of prosperity for 
American shipping. Tonnage in foreign trade was less in 1830 
than in 1820, but a greater proportion of American trade was 
carried in American vessels than at any other time of our 
history. Registered tonnage in foreign trade increased after 
1830, but the percentage of American trade carried by Ameri¬ 
can vessels declined. A number of factors increased American 
trade: the wars between Great Britain and China, the Crimean 
War, the European revolutions of 1848, the California gold 
rush, increased immigration, and the growing cotton trade. 
Abnormal demand for shipping resulted in overproduction in 
the 1850’s and the decline of the American merchant marine. 
The major factors contributing to the decline were as follows: 
(1) overproduction of vessels due to unusual demand, (2) 
British technological superiority in the construction of iron 
and steam ships, (3) the decline of various areas of trade, e.g., 
Far Eastern trade and West Indian trade, and (4) the panic of 
1857. The Civil War period accentuated the tendency of 
decline that had already begun. 

Balance of Payments. In only 14 out of 70 years from 1789 
to 1860 did the value of United States exports exceed the value 
of imports. We financed our imports in several ways: (1) the 
shipment of goods, (2) specie exports, (3) earnings of foreign 
investments in America, and (4) the performance of various 
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services. Specie shipments were not very important until after 
the discovery of gold in the 1840’s and 1850’s. Throughout the 
period the money earned by the American merchant marine 
was the largest factor in balancing payments. 

Areas of Trade. The important areas with which Americans 
traded were Europe, Cuba, British North America, the Far 
East, and Spanish America. 

Europe. Our most important trading associate was England, 
with which business steadily increased. Imports from England 
were woolen and cotton textiles, hardware, cutlery, and iron 
rails. Cotton became the chief American export. In the 1830's, 
trade with France began to grow rapidly: Americans desired 
silks, luxury items, and wines. Although trade with Germany 
also increased, the combined trade of France and Germany was 
not one-half of the English total. Business with Baltic and 
Mediterranean countries was much less important. 

Cuba. The third most valuable trade of the United States was 
with Cuba. This trade was of more value than the total trade 
with the new republics of Spanish America. Cuba replaced 
Jamaica as our source of sugar and became an important field 
for American investments and a market for American products. 


AREAS OF TRADE 
(in millions of dollars) 


Combined Imports 
and Exports 

1821 

1831 

1841 

1851 

1860 

United Kingdom 

46 

77 

96 

211 

340 

France 


17 

41 

55 

105 

Cuba 

11 

13 

17 

23 

46 

British North America 

2 

4 

8 

18 

46 

Germany (Hanse) 

3 

5 

6 

16 

36 

Brazil 

1 

4 

9 

18 

27 

China 

7 

4 

4 

9 

22 


British North America. The value of trade with British 
North America was only 2 million dollars in 1821, but by 1860 
it had risen to 46 million (to equal the value of trade with 
Cuba). Tonnage cleared for this area was greater than for 
any other country by 1841, but the tonnage was not in propor¬ 
tion to the value of the trade. 

Far East. The trade with China and the East Indies was no) 
so great as many glamorous accounts would seem to indicate 
Eastern luvuries were paid for with furs, cheap cottons, gin* 
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senj:^, whale products, sandalwood, tobacco, and silver dollars. 

Spanish America. The United States did a moderate amount 
of business with Puerto Rico, Mexico, and other Caribbean 
republics. After 1830, there developed a guano trade with the 
islands off Peru and a coffee trade with Brazil. 

Commodities. The outstanding commercial development of 
the period after 1815 was the growth of cotton exports from a 
total value of 20.1 million dollars in 1821 to 191.8 million in 
1860. New York City became the center for the cotton trade 
because of the commercial inactivity of the South and the in¬ 
dustry of the New York merchants. The repeal of the English 
Corn Taws and the potato famine produced a demand for 
American wheat, which ranked second among exports in 1860. 


FOREIGN TRADE COMMODITIES 
(in millions of dollars) 


Exports 

1821 

1830 

1840 

18.50 

1860 

Cotton 

20.1 

29.6 

63.8 

71.9 


Wheat and flour 

4.4 

6.1 

11.7 

7.7 

msm 

Tobacco 

5.6 

5.5 

9.8 

9.9 


Lumber and wood 






manufactures 

1.5 

2.0 

2.9 

4.8 

14.6 

Cotton niamif.acturcs 

— 

1.3 

3.5 

4.7 

10.9 

Ini|)orts 






Woolens 

7.2 

5.9 

10.8 

19.6 

43.1 

Cotton manufactures 

7.3 

7.8 

6.5 

20.7 

33.2 

Coffee 

4.4 

4.2 

8.5 

11.2 

21.8 

Sugar 

3.5 

4.6 

5.5 

7.5 

31.0 

Hides, skins, and furs 

I.l 

2.7 

3.1 

5.8 

12.3 


SHIPS AND SHIPBUILDING 

Foreign confusion in the period 1793-1812 encouraged Amer¬ 
ican shipping. The merchant marine reached a peak of 1,124,000 
tons in 1810. After the War of 1812 American shipbuilding 
declined and did not increase substantially until the 1840’s. 
The same factors encouraging the growth of trade in the years 
1840-18(50 also stimulated shipbuilding. The merchant marine 
reached the total of 5,539,000 tons and the value of $500,000,000 
in 1861. Whereas in earlier times shipping was an outstanding 
area for capital investment, investments in railroads and in¬ 
dustry were four to five times as great as those in shipping by 
I860. 

Packet Ships. Providing the first regular transatlantic serv- 
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ice, packet ships sailed on specified days rather than whenever 
the ship was full. The beginning of packet lines came in 1818 
when vessels of the Black Ball Line sailed from Liverpool and 
from New York. This transatlantic service was supplemented 
by packet lines running from New York to southern ports. 

Clipper Ships. After 1845 the fast-sailing clipper ships were 
built. Beautiful and extremely speedy, these vessels were often 
able to outdistance early steamships, and they were often 
used in the long voyages to California and the Far East. Initial 
profits induced overproduction of clipper ships, and business 
opportunities were not sufficient to support them in the late 

1850’s. 

Steamships. Sailing packets had established regular sched¬ 
ules of voyages by the time that steamships became common. 
Although the auxiliary steamer “Savannah” crossed the At¬ 
lantic in 1820, it was not until 1838 that regular steamship 
service across the Atlantic was established. Samuel Cunard 
established his famous line in 1840. At first Congress sub¬ 
sidized the development of this type of business, but after two 
disasters in the early 1850's this aid was discontinued. There¬ 
after, Atlantic liner traffic was carried on largely by foreign 
vessels. 


WHALING AND FISHING 

Whaling and fishing were fairly prosperous industries in the 
period before the Civil War. 

Whaling. The whaling industry was retarded during the 
Revolution and in the Napoleonic period, but after 1815 whal¬ 
ing increased in significance. Early whaling was restricted to 
the Atlantic, but after 1835 the Pacific was a more important 
area for this industry. The largest whaling fleet sailed from 
New Bedford; Nantucket and New London ranked next in 
importance. The average annual production of whale products 
in the 25 years before the Civil War was: 118,000 barrels of 
sperm oil, 216,000 barrels of whale oil, and 2,324,000 pounds of 
whalebone. Although much of the oil was used in America, 
export markets for sperm oil and whalebone were found in the 
West Indies, South America, and Europe. 

Fishing. Despite the retarding effects of the Revolution and 
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the War of 1812, tonnage in cod-fishing increased from 25,000 
in 1790 to 136.700 in I860. The average annual value of the cod¬ 
fishing industry was about 3 million dollars. In these years 
tonnage engaged in mackerel-fishing grew, and there began 
commercial fishing for herring, halibut, and oysters. Although 
the fishing industry expanded, it was not relatively as im¬ 
portant as in the colonial period. Maine and Massachusetts 
continued to lead in fishing. 

REVIEW QUESTIONS 

1. Why did the foreipn trade of the United States increase during the 
period 1789-1807? 

2. Why did United States shipping suffer in the years 1807-1815? 

3. What effect did the coercive measures of the United States govern¬ 
ment have on foreign trade during the period 1807-1812? 

A. Why did the United States go to war in 1812? 

5. What were the effects of peace on American commerce? 

6. What factors encouraged American shipping in the 1840’s and 
1850’s? 

7. What factors contributed to the decline of American shipping in 
the late 1850’s? 

8. With what nations was most of the foreign trade of the United 
States carried on from 1815 to 1860? 

9. How important was cotton in foreign trade? 

10. What was the importance of the packet ships? 

11, To what extent were steamships in use by 1860? 
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MONEY AND BANKING, 1789-1860 

In the period 1789-1860, a national currency was established, 
bimetallism was tried, and legislation was enacted to authorize 
the issuance of treasury notes and federal bank notes. 

monetary history 

The need for adequate money and credit became readily ap¬ 
parent during the first years of the national economy. 

Establishment of a National Currency. The Constitution 
provided for the establishment of a national currency. Con¬ 
gress was empowered to coin money and regulate its value. 
No state was permitted to coin money, to issue bills of credit, 
or to declare anything but gold and silver legal tender. 

Mint Act of 1792. By this measure Congress enacted Hamd- 
ton’s proposals as presented in his Report on the (April, 

1791). The dollar was established as the basic unit of value, 
and the decimal system of reckoning was adopted. The law 
created a bimetallic currency standard with a mint ratio of 15 
to 1. Gold coins authorized were the $10 eagle, the $5 half¬ 
eagle, and the $2.50 quarter-eagle; silver coins were the dollar, 
half-dollar, and quarter; in addition, there were the copper 

penny and the half-penny. 

The Silver Period, 1792-1834. This period was characterized 
by a shortage of specie. Silver predominated over gold as the 
circulating currency because the market ratio of silver to gold 
rose higher than the fixed mint ratio and, as a consequence, the 
overvalued silver drove gold out of circulation. The principal 
coin in use was the silver half-dollar; silver dollars were not 
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minted from 1806 to 1840. Fractional coins of this period were 
of full weifjht, i.e., a dollar in change contained the same 
amount of silver as a silver dollar. 

Foreign Coins. Because of the shortage of specie, foreign coins 
were given legal-tender status for a limited period, after which 
time it was assumed that currency of the United States would 
replace them. The expectation that foreign coins would dis¬ 
appear from circulation did not materialize quickly; because of 
the adverse balance of trade, American gold and silver tended 
to flow out of the country and there was a shortage of specie 
In the early years of the national history, merchants found it 
possible to gain a premium of silver by exchanging American 
silver dollars for slightly heavier Spanish dollars. This ob¬ 
viously caused a drain on American specie, and after 1804 the 
United States discontinued the coinage of the silver dollar. 

Bimetallism Continued—the Gold Period, 1834-1861. Despite 
growing opinion that bimetallism would not work, and despite 
pleas for monometallism, the dual standard was adjusted and 
continued until after the Civil War. The Coinage Act of 1834 
(slightly amended in 1837) adjusted the mint ratio to 15.988 
to 1 with the purpose of bringing gold back into circula¬ 
tion. The new ratio was very favorable to gold wdth the result 
that silver was undervalued at the mint and forced out of cir¬ 
culation. Discoveries of gold in California and Australia further 
debased gold and increased the amount of gold coin. 

The Subsidiary Coinage Act of 1853 reduced the weight of 
subsidiary silver coins to prevent them from disappearing from 
circulation. Under this act a fairly adequate supply of small 
change was made available. 

Federal Paper Money. In several periods of crisis the gov¬ 
ernment issued interest-bearing treasury notes which were 
generally in high denominations and of short duration. During 
the War of 1812, Treasury notes amounting to 36.6 million 
dollars were issued to help meet the cost of war. Again, during 
the panic of 1837 eight acts authorized 47 million dollars of 
notes; further, at the time of the Mexican War the govern¬ 
ment issued notes in the sum of 26 million dollars. 

Bank Notes. Bank issues comprised a substantial portion of 
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currency before the Civil War. This currency included federal 
and local issues. 

First Bank of the United States. The First Bank of the 
United States was authorized to issue notes which were legal 
tender in payment of all debts to the government. IMoreover, 
the bank was intended to be a regulator of the currency, for it 
did not accept notes -which state banks failed to redeem in 
specie. 

Second Bank of the United States. Notes of the Second 
Bank of the United States were not to exceed 35 million dollars, 
the total capital, and the bank was required to maintain specie 
payments. This bank also was designed to act as a currency 

stabilizer. 

State Banks. Enormous quantities of paper money were issued 
by local banks. There was little or no regulation of these bank 
issues, which often depreciated or were inconvertible in times 
of crisis. 

Between 1812 and 1817 the total of state bank notes rose 
from 45 million dollars to 100 million, and the loss to the 
government (1814-1817) through the repudiation of notes was 
about 5 million. From 1820 to 1860 local bank issues rose from 
16.6 million to 207 million dollars. 

BANKING 

From 1781 to 1860 the expanding national economy required 
the development of extensive banking facilities. 

Early American Banks. The first American bank in the 
modern sense was the Bank of North America founded at 
Philadelphia in 1781. This institution, chartered first by the 
Continental Congress and then by the state of Pennsylvania, 
served as the fiscal agent of the government for a short time. 
The Bank of New York was organized in 1784 (not chartered 
until 1791) under articles of association written by Alexander 
Hamilton. The Bank of Massachusetts was chartered in 1784. 
By 1811 there were 88 state banks in the United States. 

First Bank of the United States. Hamilton advocated the 
creation of a national bank. His purposes were; (1) to create 
a safe depository for government funds, (2) provide a fiscal 
agent for the government, (3) to issue paper money, and (4) to 
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establish banking facilities for commercial operations. Strict 
constructionists of the Constitution declared that the Congress 
did not have the authority to create such a bank. Some felt 
that the bank would lead to a financial monopoly by Federalist 
capitalists. Despite strong opposition the Bank of the United 
States was chartered in 1791 for 20 years as a private corpora* 
tion governed by 25 directors. It had a capital of 10 million 
dollars, 2 million of which was subscribed by the government. 
Notes of the bank were limited to the amount of capital stock, 
except upon authorization by Congress, and were receivable 
in taxes while redeemable at the bank in specie. The bank was 
forbidden to buy and sell goods except for forfeited collateral. 
The Secretary of the Treasury had the power to inspect the 
bank’s affairs at any time. 

Success of the Bank. The First Bank of the United States 
was a success from the start. It served as the government’s 
depository, made loans to the government, effected transfers 
of money for the Treasury without charge, and assisted in es¬ 
tablishing a sound currency by refusing to accept inconvertible 
bank notes. The bank also made loans to private individuals 
and companies, and helped to stabilize the nation’s economy. 
During its life the bank averaged 8 per cent dividends. 

End of the Bank. Republican political opposition, the hostility 
of state banks, and the West's suspicion of financial monopoly 
prevented the rechartering of the First Bank of the United 
States. At the end of the charter period in 1811, the assets of 
the bank were purchased by Stephen Girard of Philadelphia. 

Second Bank of the United States. During the War of 1812 
Treasury finances were demoralized and no central depository 
existed. There was great expansion of unregulated local bank¬ 
ing and general abandonment of specie payments. As the 
nation’s banking and currency system broke down there was 
growing demand for another national bank which would (1) 
aid the government in financing the war and (2) force the 
resumption of specie payments. 

The Charter of 1816. In 1816 the Second Bank of the United 
States was chartered by Congress for 20 years with a capital^ 
zation of 35 million dollars, one-fifth of which was provided 
by the government. There were 25 directors, 5 of them ap- 



pointed by the President. Note issues could not exceed total 
capital. They were receivable in all payments to the United 
States, and were redeemable in specie on demand. It was in¬ 
tended that state banks would have to resume specie payments 
or their notes would be driven out of circulation. Additional 
le^slation was enacted to help promote specie resumption in 
general: all payments to the government after February' 20. 
1817. had to be made in coin. Treasury notes, United States 
Bank notes, or other convertible bank notes. The bank was 
made the depository of government funds, and also the fiscal 
agency of the United States. 

Early Mismanagement. Until 1819 the bank was badly 
managed, and terms of the charter were flagrantly violated. 
The bank failed to discourage unsound banking practices and 
the issuance of fiat money, but made loans on easy term 
and participated in the speculative schemes. 

St.ate Hostility. Many people blamed the banks, especially 
the United States Bank, for the depression which began in 
1819. In some states, like New York and Ohio, laws were 
passed to strengthen the banking system. Maryland, Tennes¬ 
see, Georgia, North Carolina, Kentucky, and Ohio expressed 
cheir hatred of the United States Bank by enacting laws in¬ 
tended to tax branch banks out of existence. In two Supreme 
Court decisions, McCulloch v. Maryland, 1819, and Osborn v. 
Untied States Bank, 1824. Chief Justice John Marshall declared 

the state acts unconstitutional. 

Later History of the Bank. Under the presidency of Lang- 
don Cheves (1819-1823) and Nicholas Biddle (1823-1836) the 
bank operated conservatively and soundly. The bank increased 
its note issues in order to provide a stable currency for the 
whole country, and at the same time it put pressure upon state 
banks to maintain specie payments, in this way checking ex¬ 
cessive issues of paper money. Furthermore it was the most 
important holder of specie reserve in the country, and in times 
of financial strain it made loans in order to relieve pressure on 
other banks. In times of general stringency, as in 1828 and 
1831-1832, it failed to offer relief because of its own question¬ 
able investments and the lack of a centralized banking system. 

End of the Bank. The Second United States Bank went out 
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of existence in 1836 when its charter was not renewed. Presi¬ 
dent Jackson, representative of the West, regarded the bank 
as a dangerous eastern monopoly and an undemocratic political 
influence. He vetoed a recharter bill in 1832, and when Biddle 
tried to gain support by frightening the people with a con¬ 
traction of credit in 1833, public opinion turned against the 
bank. Not content to let the bank die a natural death in 1836, 
Jackson discontinued the deposit of government funds and de¬ 
posited them in state banks. At the end of the federal charter 
Biddle obtained a charter from Pennsylvania. The reorganized 
bank suspended specie payment during the panic of 1837 and 
failed completely in 1841. 

Local Banking before the Civil War. Several important fac¬ 
tors encouraged the development of banking facilities in this 
period: (1) a real need for institutions which could mobilize 
the capital resources of an expanding nation ; (2) a shortage of 
credit for agricultural purposes, especially in the South and 
West: (3) a persistent demand for cheap paper money, which 
was generally denied in the national currency structure; and 
(4) fear of a centralized money monopoly. A common concep¬ 
tion of the time was that large supplies of money meant 
abundant capital, and there was great resistance to deflationary 
policies. 

Expansion in the 1830’s. Between 1829 and 1837 the number 
of state banks rose from 329 to 788, nominal capital from 110 
million dollars to 290 million, note circulation from 48 million 
to 149 million, and total loans and discounts from 137 million 
to 525 million. This period of expansion was characterized by 
policies of easy credit and loose banking. Banks often engaged 
in speculation and made unwise loans with the result that 
during the panic of 1837 the abandonment of specie was general 
and there were many bank failures. 

Recovery and Expansion. After 1843 there began an increase 
of banking activity, which reflected the general expansion of 
the economy as well as the more lenient attitude of states 
toward the incorporation of banks. Enthusiasm for banks was 
by no means universal, however. In the deep South there were 
fewer banks per capita in 1860 than there had been in 1840. 
There was antibank feeling in some western states as well. 
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By contrast in northern states, especially in New England, 
there were sharp increases in bank facilities per capita. 


SUMMARY OF STATE BANKING. 1815 TO 1860 


(in millions of dollars) 


Year 


1815 

1820 

1829 

1834 

1837 

1840 

1842 

1845 

1848 

1850 

1853 

1854 
1857 
1860 


Number 

Capital 

208 

82.0 

307 

102.1 

329 

110.1 

506 

200.0 

788 

290.8 

901 

358.4 

692 

260.2 

707 

206.0 

751 

204.8 

824 

217.3 

750 

207.9 

1208 

301.4 

1416 

370.8 

1562 

421.9 


in _ 

45.5 to 100 

40.6 
48.2 
94.8 

149.2 
107.0 

83.7 
89.6 

128.5 
131.4 

146.1 

204.7 

214.8 

207.1 


Banking Regulations. The right of states to regulate banks 
was unquestioned: states exercised controls through legisla¬ 
tion and charters. The basic purpose was to make banks safe, 
that is, to make sure that they met obligations to depositors 
and note-holders. With varying degrees of success and failure, 
the states worked toward sound banking practices. 

The Suffolk System. In 1818 the Suffolk Bank of Boston 
established a system which encouraged country banks to re¬ 
deem their notes at par. In 1845 Massachusetts adopted a law 
forbidding banks to pay out notes except their own, which 
meant constant redemption and maintenance of par Later, in 
1858, Massachusetts adopted a law requiring a 15 per cent 


reserve for both notes and deposits. 

The Safety Fund System. In 1829 New York adopted a plan 
for the mutual insurance of banks under which each bank paid 
a small percentage of capital into a safety fund. This was ap¬ 
plied to the payment of all the liabilities (except capita ’) 
of failed banks after the banks’ assets had been exhausted. The 
fund was inadequate to cope with the numerous an ai ures 
of the panic of 1837, and more safeguards were necessary. 

The Free Banking System. Before 1838 it was necessary to 
have a special legislative act for the establishment of a bank, 
and at times political favoritism and the patronage system in¬ 
fluenced the organization of banks. In 1838 New York set up 
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the Free Bankinjr System, which authorized any person or as¬ 
sociation of persons to set up a bank and issue circulating 
notes by depositing with the state comptroller certain securi¬ 
ties which were to be held as protection for stockholders. Even 
though the deposit of high-grade securities was an improve¬ 
ment. depreciation of bank notes still resulted. The principle 
of the New York system was sound, but the method of appli¬ 
cation had to be improved. 

Western Systems. In the West, where unsound banking prac¬ 
tices were common, several types of regulation were attempted. 
The .'^tate Bank of Indiana, established in 1834 and modeled 
on the Bank of the United States, was well run. The State 
Bank of Ohio (1845-1866) adopted a sound plan of banking 
which provided a safety fund and a bond deposit scheme. 
After the panic of 1837 Louisiana established an excellent 
system which included the protection of deposits, regular 
specie settlements, and the prohibition of speculation by banks. 
The system proved very effective, and it influenced the estab¬ 
lishment of the National Bank structure. 

REVIEW QUESTIONS 

1. What are the provisions of the Constitution concerning currency? 

2. What were the provisions of the Mint Act of 1792? 

3. Describe the main features of the silver period of our monetan’ 
history, 1792-1834: of the gold period, 1834-1861. 

4. To what extent did the federal government issue paper money be¬ 
fore the Civil War? 

5. Indicate how the First and Second Banks of the United States 
were intended to serve as regulators of the currency. 

6. Why was the First Bank of the United States created? How suc¬ 
cessful was it? Why was it discontinued? 

7. Why was the Second Bank of the United States chartered? How 
well did it operate? Why w’as it discontinued? 

8. What factors encouraged local banking during and after the War 
of 1812? 

9. Indicate how banking grew in the 1830’s, suffered during the panic 
of 1837. and resumed expansion. 

10. Describe the main features of the following schemes of bank regu¬ 
lation: the Suffolk System; the Safety Fund System; the Free 
Banking System. 


PERFORMANCE OF THE AMERICAN 

ECONOMY, 1789-1860 


Prior to 1865 the two factors exerting the greatest intluencc 
upon American economic growth were tlie increased authority 
of the federal government and the geographical expansion of 
the nation. “Before the Revolutionary War, the separate 
colonies possessed their own economic and political organiza¬ 
tions, which were tied very closely to those of the motherland. 
The Revolutionary War reduced somewhat economic depend¬ 
ence on England and strengthened considerably the inter¬ 
dependence of the nation’s individual units. It also set up a 
new political and economic organization, the United States of 
America, which, as time went by, grew more powerful in its 
relations both with the individual states and with the rest of 
the world. 


ECONOMIC FLUCTUATIONS 

The main economic fluctuations of the period 1789 to 1860 
revolved about the Napoleonic wars and the War of 1812, post¬ 
war adjustment and expansion; speculation and growth in the 
1830’s; the panic of 1837; expansion in the 1850 s; and the 

panic of 1857. 

Economic Activity, 1789-1815. The American economy was 
variously affected by the almost continuous European war of 
the period and by the War of 1812. The years until 1807 were 


1 Harold M. Somers, in Growth of the American Economy, ed. by H. 
F. Williamson, p. 312. 
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prosperous for our essentially agricultural economy. Shipping 
and trade, though subjected to various interruptions, expanded 
and prospered. The Embargo and Nonintercourse Acts of the 
United States changed this trend, however; with commerce 
restricted, shipping and agriculture were adversely affected. 

The War of 1812 affected various elements of the American 
economy differently. The loss of trade meant hardship for 
shipping and agriculture, but shortages stimulated American 
manufacturing. There was general inflation. The period saw 
a great expansion of banking and note issues because of the 
increase in government borrowing and spending and the end 
of the restraining influences of the Bank of the United States. 
The overextension of credit and unsound banking practices 
resulted in the general abandonment of specie payment. 

Postwar Adjustment and Expansion. With the return of 
peace and the reopening of the American economy, a period of 
prosperity and expansion began which lasted nearly to the end 
of 1818. As trade was resumed the prices of imports fell 
quickly; the prices of domestic goods, however, remained high 
somewhat longer because of continued foreign demand. Ad¬ 
justments were necessary for many small manufacturing com¬ 
panies, which had to contend with reduced profits and 
competition from foreign goods. The period until 1819 was 
characterized by the expansion of banking and credit facilities 
and an upward trend in business activity. 

The Panic of 1819. From 1819 to 1822 the nation suffered a 

depression. The decline of foreign demand for American food¬ 
stuffs caused farm prices to drop sharply, and there was a gen¬ 
eral contraction of English loans and credits. Many state 
banks failed, and specie payments were abandoned; the Bank 
of the United States avoided bankruptcy only by a policy of 
sharp contraction. Depression conditions were experienced 
universally: agriculture was suddenly prostrated as farm prices 
collapsed, land values fell ruinously, and numerous bank¬ 
ruptcies resulted; labor suffered seriously from unemployment 
and large numbers were imprisoned for indebtedness; the 
propertied classes were affected adversely by the decline of 
property values and numerous forced sales of goods. 

Relief Measures. Despite the general feeling that the federal 
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government should not assume responsibility for relief meas¬ 
ures, the government issued two loans in 1820 and 1821, 
liberalized its land policy in 1820, and considered passage of 
a national bankruptcy law. Most of the relief work was handled 
by local authorities: soup kitchens were set up in New York 
City and other eastern cities; some western and southern 
states adopted appraisal and stay laws, which delayed fore¬ 
closures and protected property values in excess of a debtor’s 
obligations; a number of states reduced or abolished imprison¬ 
ment for indebtedness; and several states adopted more 
stringent banking laws. 

Expansion in the 1830’s. An increase in the supply of loan¬ 
able capital and policies of easy credit encouraged speculation 
and business expansion. State banks were generous in making 
loans for many purposes, and were liberal in their requirements 
of collateral security. The deposit of federal government funds 
in favored state banks after 1832 and the distribution of three- 
fourths of the Treasury’s surplus to the states in 1837 added 
to the supply of domestic capital. At the same time English 
and European investors bought many American securities, 
in 1839 estimates of British ownership of American stocks 
ranged from 110 million to 165 million dollars. European 
creditors also provided American importers with financial 
backing that enabled them to triple their business between 

1830 and 1837. 

Land Speculation. From 1834 to 1837 over 42 million acres 
of public land were sold, the highest annual total being 20,074,- 
870 acres in 1836. The Specie Circular of 1836, requiring pay¬ 
ment in specie for land, helped precipitate the panic and 
resulted in the reduction of land sales to 5,601,103 acres in 1837. 

Canal and Railroad Expansion. The success of the Erie 
Canal encouraged the construction of additional canals and 
there was general enthusiasm for other interna! improvements. 
Private as well as public funds were used to increase canal 
mileage from an estimated 1,270 in 1830 to 3,320 in 1840. The 
1830’s saw the beginning of American railroads, with some¬ 
what less than 3,000 miles of track constructed. 

State Indebtedness. Public investment in banks, canals, rail¬ 
roads. and turnpikes produced huge debts, and there was little 


no 
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concern for their retirement. The total debts of the states in¬ 
creased as follows: 

1820 $ 12.790.728 

1830 $ 26.470.417 

1835 $ 66.472.186 

1839 over $170,000,000 

The Panic of 1837. Four factors precipitated the panic of 
1837. (1) President Jackson’s Specie Circular, July 11, 1836, 
provided that only specie would be accepted in payment for 
public land. This measure caused a contraction of credit and 
created general suspicion of western bank notes. (2) On June 
23. 1836, Congress provided for the distribution of the Treasury 
surplus on January 1. 1837, to the states. Twenty-eight million 
dollars was distributed, and the money was often used for con¬ 
struction of internal improvements. The distribution of the 
surplus, largely held in western banks, resulted in the contrac¬ 
tion of the credit of the depositories. (3) A financial crisis in 
England decreased credit and caused a flow of specie from the 
United States. (4) Crop failures in 1835, 1837, and 1838 added 
to the distress, preventing farmers from meeting obligations. 
This also added to the difficulty of balancing trade and in¬ 
creased the demand for specie needed to meet foreign 
obligations. 

Depression Conditions. In May, 1837, New York banks dis¬ 
continued specie payments, and most of the other banks soon 
followed suit. There was partial resumption in 1839, but then 
another recession set in. The United States Bank of Pennsyl¬ 
vania became involved in a speculative effort to maintain the 
price of cotton; it suspended payment in October, 1839, and 
failed in May, 1841. The depression saw hundreds of bank and 
business failures. Prices fell sharply, property value declined, 
wages dropped, and unemployment mounted. There was con¬ 
siderable unrest. Though New York, Pennsylvania, and Mas¬ 
sachusetts were badly hurt, certain areas of the South were 
most severely affected. In 1841 and 1842, eight states and one 
territory defaulted in interest payments on their obligations. 

Relief Measures. The federal government did little to alleviate 
the distress. Congress authorized the issuance of 10 million 
dollars of one-year Treasury notes. Merchants were relieved 
by extension of the time for payment of their customs bonds. 
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The last quarter of the Treasury surplus was not distributed to 
the states. In 1840 Congress set up an Independent Treasury 
to hold and disburse public money on a specie basis and to 
take the government out of the banking business. The Con¬ 
gressional Bankruptcy Act of 1841 cancelled over 450 million 
dollars of debts held by one million creditors. Many states 
adopted stay and appraisal laws to relieve debtors; in numerous 
cases imprisonment for debt was abandoned. 

Results of the Panic of 1837. The American people became 
decidedly cautious about internal improvements and reckless 
banking. States adopted constitutional amendments to pre¬ 
vent the use of state credit for internal improvements or the 
support of commercial banks. Public reactions to the business 
panic led to numerous reforms in state banking laws. 

The Whigs repealed the Independent Treasury Act, raised 
the tariff in 1842 almost to the level of 1832, and tried to re- 
charter a national bank. In 1846, with the Democrats again in 
power, the Independent Treasury and a lower tariff (the 
Walker Tariff) were restored. 

Socialistic Experiments. The 1830’s and 1840 s produced a 
variety of humanitarian movements, many of them socialistic. 
This was due to the evils of growing industrialism and the de¬ 
pression, 1837-1843. A number of religious groups attempted 
the common ownership of property, e.g., the Pietists, Rappites, 
Dunkers, Shakers, and Moravians. One early experiment was 
that of the English socialist, Robert Owen, who established the 
communal town of New' Harmony, Indiana, 1825-1828. Fol¬ 
lowers of Charles Fourier founded 33 settlements based on his 
socialistic ideas. These experiments failed because of internal 
difficulties, external competition, and the return of prosperity. 

Expansion in the 1850’s. There was rapid economic expan¬ 
sion in the 1850’s, which was not checked until the panic of 
1857. Railroad construction boomed, the value of our foreign 
trade reached record heights, American shipping increased 
importantly, and there was an accompanying expansion of 
banking. Owing to the prosperity of the United States, foreign 
investors poured large amounts of capital into the country, 
the bulk of it in state securities and railroad stocks and 
bonds. In the mid-1850’s it was estimated that nearly one-fifth 
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of all American securities, public and private, were owned 
abroad. 

The Panic of 1857. This crisis can be traced to overinvest¬ 
ment and speculation, especially in western railroads. For 
three years before the crisis of 18a7 financial conditions had 
been rather uncertain. Public confidence was shaken by the 
failure of some western banks in 1855, and people began to 
hoard specie. The failure of the Ohio Life Insurance and Trust 
Company in August, 1857. due to excessive speculation by its 
New York branch, precipitated the panic. The depression 
brought a sharp decline of commodity and stock prices, the 
discontinuance of specie payment, the failure of over 13,000 
firms by I860, reduced wages, and widespread unemployment. 
In addition to the relief work of numerous private organiza¬ 
tions, public works were undertaken by some municipalities to 
provide employment. The effects of this economic crisis upon 
the North and the West were not fully overcome by the begin¬ 
ning of the Civil War. 

ECONOMIC TRENDS 

Major economic trends reflected the development of a na¬ 
tional economy, changes in economic organization, and a rising 
standard of living. 

A National Economy. In 1789 the localized colonial economy 
of the United States was hardly more than an undeveloped 
frontier of Europe. By 1860 there had developed in America a 
national economy, which, although still dependent upon the 
outside world in important respects, had established diversified 
production and had laid the groundwork for further growth. 
An important aspect of this development was the growth of 
the economic power of the government. As yet the policy of 
laissez faire was followed, and public regulations for the con¬ 
trol of economic life were comparatively few. 

Economic Organization. Until the mid-nineteenth century, 
merchant capitalism prevailed in the United States; that is, 
the economic scene was dominated by the merchant or trader. 
In the period after the War of 1812 the producer-entrepreneur 
rose in importance and gradually superseded the merchant as 
the dominant figure in the economy. By the time of the Civil 
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War tho factory system had been established, p eat technolojji- 
cal advances had been made, and the corporate form of \)usi- 
ness organization had become common. The United States 
was entering a period of industrial capitalism. 

The Standard of Living. Between 1799 and 1859 the per 
capita real income of the country rose unevenly from about 
$211 to $300. This is a fair indication of the increase in per 
capita production in the period. The proportion of the national 
income derived from agriculture dropped from 39.5 per cent 
in 1799 to 30.8 per cent in 1859. During the same interval, in¬ 
come from manufacturing increased from 4.8 to 12.1 per cent. 
The increased real income per capita as well as the reduction of 
working time are indications of improvement in the standard 

of living. 


REVIEW QUESTIONS 

1. How was the American economy affected by the wars in Europe, 

1789-1815? . 

2. What adjustments were necessary with the return of peace in 1815. 

3. Describe conditions during the panic of 1819. What relief measures 
were undertaken? 

4. What factors encouraged economic expansion in the 1830 s? 

5. What caused the panic of 1837? 

6. Describe economic conditions during the panic of 18.37. What relief 

measures were undertaken? 

7. WMiat economic forces led to the crisis of 18.57? 

8 What developments indicate a rising standard of living, 1789-1860. 
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ECONOMIC ASPECTS OF THE CIVIL WAR 


The Civil War marked a turning point in American economic 
history. War hastened the coming of the Industrial RevoluUon, 
gave unionism its real beginning, and greatly increased agricul¬ 
tural productivity. For the North, ultimate victory meant the 
establishment of public policies favorable to the rising indus¬ 
trial and financial interests. For the South, final defeat meant a 
great social and economic revolution; the dominant planter 
aristocracy was overthrown and slavery was abolished. The 
New South was to develop a much more diversified economy 
than had existed before the war. The Civil War did not end 
sectional antagonisms, but it settled the question of secession 
and established the supremacy of the federal government. 

ECONOMIC CAUSES OF THE CIVIL WAR 

The economic causes of the Civil War were rooted in sec¬ 
tional differences and a struggle for the control of public policy. 

Sectional Differences and Antagonisms. The Civil War re¬ 
sulted essentially from the growing conflict of two economic 
sections—the North and the South. The South was primarily 
an agricultural section, dominated by the cultivation of cotton. 
In the colonial period the South had begun a plantation econ¬ 
omy based on the cultivation of staple crops by slave labor, 
and after the Revolution the great emphasis on growing cotton 
established the system more firmly. The North, on the other 
hand, was developing a more diversified and healthy economy: 
it raised large quantities of foodstuffs but had important com¬ 
mercial and industrial interests as well. In the decade before 

lU 
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the 1860’s the South became increasingly aware of its economic 
inferiority and fearful of the rising industrial power in the 
North. Conflict between these two sections was inevitable, and 
it focused especially on questions of public policy. 

Public Policy. In the period 1830-1850 the South enjoyed 
sufficient political power to have its way very largely in the 
federal government. This dominance was due to the co-opera¬ 
tion of the West and the Northwest with the South. In con¬ 
troversies about tariff and banking policies the South was 
victorious: from 1833 to 1861 the general trend of the tariff 
was downward; after 1836, when the Second Bank of the 
United States went out of existence, there was no central bank¬ 
ing institution until the Civil War. 

The Crucial Decade. The decade 1850-1860 produced an ac¬ 
centuation of sectionalism, and political alignments were 
changed to coincide with the sectional lines. The southern 
Democrats dominated all parts of the federal government more 
effectively than ever before, and angered the North by their 
stubborn defense of slavery. The most vital issue concerned 
the extention of slavery into the territories of the LTnited States. 

Rise of the Republican Party. Both major parties, the 
Democrats and the Whigs, which had previously been sup¬ 
ported in both the North and the South, were now split over 
the question of the extension of slavery. In the middle 1850’s 
a new party, the Republican, began to unite the northern op¬ 
ponents of the planter Democrats. The Republican Party took 
a stand in opposition to the extension of slavery and also 
promised the Northwest a liberal homestead law. The fact 
that the Northwest and the Northeast were connected more 
closely in the 1850’s by new railroads made political co-opera¬ 
tion between these two sections more natural. The Republican 
candidate in 1860, Abraham Lincoln, was elected by anti¬ 
slavery people who opposed the extension of slavery, by small 
farmers who wanted a homestead law, and by industrialists 
who demanded a protective tariff. Lincoln’s election by one 
section exclusively, and the southern planters’ loss of political 
power in the Northwest, seemed to indicate the end of the 
South’s domination of the national government and to threaten 
the institution of slavery. The answer of the southern states 
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to the election of Lincoln was secession from the Union and 
war for southern independence. 

THE PLANTATION ECONOMY 

The South with its plantation economy was a debtor region, 
dependent on slave labor and outside capital, and beset by the 
problems of economic inferiority to the North. 

A Debtor Section. The South was a debtor section with no 
liquid capital and was dependent on the northern and English 
bankers who financed its economy. The price of cotton 
was determined by the world market, and most of the Ameri¬ 
can crop was exported. Since the South had no merchant 
marine of any size, the profits of the carrying trade went to 
northern merchants. Manufactured items were imported by 
northerners who sold them in the South, reaping the profits of 
the middlemen. Because of the scarcity of capital and labor 
there was very little industry in the South. In 1860 the South 
produced scarcely one-tenth of the amount of cotton manu¬ 
factures produced by New England. The South blamed its 
economic troubles on the North and believed that independ¬ 
ence was the only solution to the difficulty. Although it is clear 
that the one-sided plantation economy of the South suffered 
in competition with the North, it is not clear that independence 

would have solved the South’s problem. 

Expansion of Slavery. One aspect of the plantation economy 
which attracted much attention was slavery. This labor sys¬ 
tem, begun in the colonial period, was apparently declining at 
the time of the Revolution, but the great expansion of cotton 
cultivation after 1790 resulted in the firm establishment of 
slavery in the South. As a result of the changing economic 
scene, the South’s attitude toward slavery changed from one 
of apology at the time of the Revolution to one of positive 
defense by 1825. 

Number of Slaves. The number of slaves increased from 
750,000 in 1790 to nearly 4.000.000 in 1860. The total number 
of slaveowners in 1860 was 384.000. Of these 10,781 owned at 
least 50 slaves and 1,733 owned 100 or more. Despite the fact 
that the slaveowners were only a small proportion of the total 
population of the South, the fact that the wealth of the region 



117 


The Planiation Economy 

was linked to the plantations gave this group disproportionate 
political and economic influence. 

Cost of Slaves. The increased demand for Negro slaves raised 
the price greatly. Prime field hands could be bought for 200 
dollars in 1780, but by 1818 the cost ranged from 700 to 1,000 
dollars. In 1860 the cost varied between 1,400 and 2,000 dollars. 
Although slave labor was inefficient, the abundance of vacant 
land in the West made it possible to leave exhausted soil and 
move westward to new and fertile land. As long as good cheap 
land was available, slave labor could be used to advantage by 
the cotton planters. This accounts in part for the great interest 
of the southerners in western land. 

Advantages of Slavery. Complete control of the slaves’ time 
eliminated waste, and the plantation owners received the full 
fruit of the slave labor. In the case of rice cultivation, only 
slaves would work in the unhealthful fields of South Carolina. 
Slaveowners declared that the Negroes were better off as 
slaves than they would be if free. Even if economic factors 
were disregarded, the political and social consequences of 
emancipation were sufficient to convince the South of the 
necessity of maintaining Negro slavery. 

Disadvantages of Slavery. Slave labor was usually reluc¬ 
tant, with little incentive to increase productivity. Constant 
supervision was necessary and overseers were expensive. 
Slaves were not only inefficient but usually unskilled as well. 
They used only the simplest tools and did not easily learn 
to use machinery. The methods followed by the slave labor 
system were disastrous in the long run, for in large areas of 
the South the land was ruined. It is clear that the lack of new 
fertile land would have eventually made slavery economically 
inexpedient, but in the years prior to 1860 there was no imme¬ 
diate danger of the exhaustion of good land. 

The South's Problem. The South, with its overwhelming 
emphasis on cotton, was confronted by a condition of growing 
economic inferiority to the North. Reckless expansion in cot¬ 
ton cultivation, in addition to extravagant living, made the 
South a debtor section. It has been stated "That the South in 
general and particularly the lower South, was continuously a 
debtor region was partly due to the requirements for new 
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capital on account of the exigencies of expansion. But the 
relative poverty of the South, as compared with the North, 
was largely the result of a system of rural economy character¬ 
ized by extravagance both in production and consumption, a 
system which concentrated a large proportion of the money 
income in the hands of a relatively small proportion of the 
population.”* The choices of the South in 1860 appeared to be 
submission to the North and destruction of the southern way 
of life, or secession from the Union. To many in the South the 
latter seemed the better choice. 

NORTH AND SOUTH COMPARED 

The resources of the North and the South may be compared 
with regard to population, armies, and economic strength. 

Population. The total population of the eleven states that 
seceded was about 9 million, of whom 3.5 million were slaves. 
The population of the states remaining in the Union was over 
22 million, but of this number 2.5 million lived in the border 
states (Delaware. Maryland, Kentucky and Missouri) which 
aided both sides about equally. Thus, counting only whites, 

the North had a 3-to-l majority. 

Armies. The greatest strength of northern armies was 
1.5 million men, but throughout the war there were 2.9 million 
enlistments. Estimates of southern military strength vary 
greatly; the correct figure is probably somewhere between 
450.000 and 600,000 men. Despite the numerical superiority 
of the North a number of factors favored the South: (a) they 
had interior lines of supply; (b) southern society was better 
fitted for militarism: (c) the South had a larger number of 
trained officers; (d) European governments generally sym¬ 
pathized with the South; (e) the South had a vital cause—the 
preservation of a particular form of civilization. 

Economic Strength. Economically and financially, the South 
was badly outmatched. In 1860 the region produced only about 
one-fourth of the nation’s wealth; two-thirds of the real prop- 
perty of the country was in the North. About 90 per cent of 

* L. C. Gray, History of Agriculture in the Southern United States (2 
vols; Washington, D.C., 1933), I, p. 460. 
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the nation’s manufacturing and about two-thirds of the rail¬ 
road mileage were also in the North. 

ECONOMIC PROBLEMS OF THE NORTH 

During the war the North was faced with a multitude of 
problems related to the expansion of production, labor condi¬ 
tions, and Union finances. 

Expanded Production. The North and the West enjoyed 
prosperity during the war period after the depression of 1861. 
An increase in agricultural production resulted from (a) the 
Homestead Act. (b) immigration, (c) labor-saving machiner>^ 
and (d) an unusual demand for goods both at home and abroad. 
Manufacturing was also stimulated during the war. In fact, 
wartime reciuirements led to the use of production methods 
which hastened the Industrial Revolution in America, with the 
attendant danger that the developing American industries 
would be unable to compete with established Euiopean pro¬ 
ducers. Protection of these industries through the tariff was 
therefore granted by Congress. Industries which led in the 
subsequent expansion included those producing woolen cloth 
and clothes, iron, and guns and munitions. 

Labor Conditions. Because of the high cost of living during 
the war (the average increase in prices has been estimated as 
high as 125 per cent) labor was at a disadvantage. Wages rose 
more slowly than prices, perhaps only 60 per cent above the 
prewar level. The war gave impetus to the American labor 
movement; numerous new unions appeared during the war, 
and in 1866 the National Labor Union was organized. 

Union Finances. The Civil War produced a financial panic 
in 1861 in the North as banks suspended specie payments and 
business failures were common. Southern obligations to north¬ 
ern merchants totalling about 300 million dollars were almost 
a total loss. The federal treasury was empty; federal credit 
was at a low point as the government suspended specie pay¬ 
ments. The methods used by the Union to finance the Civil 
War were, in order of their importance, loans, taxation, and 
paper money. In 1863, to aid in financing the war and to stabi¬ 
lize the northern economy, the national banking system was 
created. 
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Loans. Secretary of the Treasury Chase proposed to finance 
the war mainly through loans, and Jay Cooke, a Philadelphia 
banker, floated the loans for the government. Cooke popular¬ 
ized bond issues, emphasizing the advantages of investment 
and the patriotic duty of citizens. Over 2 billion dollars was 
raised. Cooke received a commission of one-half of one per 
cent on sales up to 10 million dollars and three-eighths of one 
per cent on sales above that amount. 

Taxation. The North resorted to extremely heavy taxation. 
Excises (begun in 1862) on many goods, businesses, and ser\- 
ices produced about 300 million dollars. Increased import 
duties (based on the Morrill Tariff passed in 1861, and subse- 
(juent amendments) raised about 300 million dollars. An in¬ 
come tax produced about 55 million dollars. A total of 667 
million dollars was obtained from tax sources. 

Paper Money. Beginning in Februar)', 1862, the government 
issued 449 million dollars in United States notes (Greenbacks). 
These were legal-tender bills of credit, not backed by gold or 
silver, but merely by the promise of the government to redeem 
them. The Greenback fluctuated in value in terms of gold; 
in 1864 it fell below 40 cents on the dollar. Not until 1875 were 
these paper bills made convertible into specie. 

ECONOMIC PROBLEMS OF THE SOUTH 

The inferior economic condition of the South made prosecu¬ 
tion of the war difficult. Serious problems arose from inability 
to procure foreign assistance, numerous shortages, and con¬ 
fused finances. 

The Importance of Cotton. The South expected cotton to 
be a greater force in its favor than it actually was. One reason 
for the lessened importance of cotton was that overproduction 
produced a glut on the market in 1860 and 1861. England had 
an ample supply and the loss of its cotton imports tended to 
keep up the price. (The North had some cotton on hand, but 
before long its production of cotton goods began to diminish.) 
The importance of cotton was also diminished by the fact that 
the English needed northern wheat and grain, for which they 
found it profitable to exchange arms and ammunition. More¬ 
over, English laborers were unsympathetic toward the South 
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(even though textile unemployment hurt them) because they 
were opposed to Negro slavery. 

The Northern Blockade. The northern blockade had an ex¬ 
tremely detrimental effect upon the Confederate war effort, 
for it prevented the export of southern produce and the import 
of necessary manufactures and foodstuffs. In the years 1862- 
1864, only one-tenth of the prewar amount of cotton was ex¬ 
ported, and more cotton was shipped overland to the North 
than to Great Britain. 

Scarcity of Foodstuffs and Manufactures. The South was 
forced to try to produce more food and to manufacture a 
variety of other needed commodities. Blockade-running 
brought tremendous profits, but supplies obtained in this way 
were not enough. Despite great efforts of the Confederates in 
manufacturing, their emphasis upon cotton placed them at a 
serious disadvantage. Manufacturing increased, and some es¬ 
sential industries were taken over by the government, but the 
South still had inadequate quantities of cotton cloth, whiskey, 
salt, guns, and gunpowder. Increased domestic manufacturing 
produced a considerable amount of cotton cloth and leather 
goods. The war brought a shift in southern agriculture, too, as 
cotton production decreased and food production increased. 
While grain production was emphasized, food was still scarce, 
and bread riots occurred in several large cities. The break¬ 
down of the southern rail system and the destruction of prop¬ 
erty by Union armies further aggravated conditions of scarcity. 

Confederate Finances. Confederate sources of funds included 

loans, taxation, and paper money. 

Loans. Bond issues were floated by the Confederacy (also 
by individual southern states) but without much success. 
Bonds were often made payable in produce, and the govern¬ 
ment soon accumulated large quantities of cotton, tobacco, and 
other staples. Some of this was marketed and some was 
pledged as security for a loan floated in Europe in 1863. 

Taxation. Confederate taxation was not very fruitful. The 
attempt to levy a direct tax through the separate states pro¬ 
duced little; other taxes (excises, business licenses, income 
taxes) were disappointing. An unpopular 10 per cent levy on 
farm produce, payable in kind, was very helpful to the govern- 
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ment. It is estimated that total receipts through taxation 

amounted to about 100 million dollars. 

Paper Money. The Confederacy resorted to issues of fiat 
money to the value of over one billion dollars and issues by 
state and local authorities greatly increased this figure. De¬ 
preciation of the Confederate bills exceeded that of the Green¬ 
backs: in the summer of 1863 they were worth about 25 cents 
in gold per dollar; in niid-1864, 5 cents on the dollar; at the 
end of the war they were worthless. Northern Greenbacks that 
made their way into the South circulated at a premium during 
the war. 

RESULTS OF THE CIVIL WAR 

The main results of the Civil War were preserv’ation of the 
Union, progress in industrialism, abolition of slavery, and the 
transformation of the economy of the South. 

The Union Preserved. The question of secession was settled 
and the Union was maintained. Sectionalism was by no means 
ended: in some ways it was intensified. The legacy of hatred 
resulting from the war and reconstruction period is still a 
powerful factor in American history. 

Industrialism Advanced. A new North emerged from the 
Civil War because of the stimulus to industry. Merchant capi¬ 
talism was supplanted by industrial capitalism. During the 
war and largely through the remainder of the nineteenth cen¬ 
tury, the federal government served the growing industrial 
power of the North well, as indicated by tariff protection, a 
central banking system, large grants to railroads and generally 
conservative monetary policies. The agrarian West was dis¬ 
pleased with these policies but still co-operated for the most 
part with the Republican Party. 

Slavocracy Ended. Southern society was completely trans¬ 
formed : Negro slavery was ended, and the plantation system 
was largely eliminated. Emancipation of the Negroes was one 
of the greatest confiscations of property in Anglo-Saxon his¬ 
tory. The method of emancipation was a poor one, both for the 
Negroes and the southern whites. The freedmen were often 
worse off than before—economically, socially, and morally— 
and were frequently the victims of frauds. The Freedmen’s 
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Bureau, designed originally to aid the Negroes, soon degen¬ 
erated into a Republican political agency. While Negroes were 
granted equality nominally, the South continued to place them 
in a position of inferiority. 

The excesses of the reconstruction period aggravated the 
economic dislocation of the South. Carpetbaggers and scala¬ 
wags saddled the South with tremendous financial burdens, 
and not until 1900 was southern property again worth what 
it was in 1860. 

The New South. Share-cropping, a credit system easy to 
start, became the most characteristic form of agriculture. 
Landlords usually provided living quarters, food, tools, and 
seed I frequently, the return was divided into thirds allocated 
to land, equipment, and labor. Farmers who fell into the 
clutches of merchant creditors found it most difficult to escape 
from the system. Farm tenantry in general increased in the 
South, and the incomes of tenant farmers remained deplorably 

low. 

The South developed a more diversified economy after the 
Civil War. By 1900 almost a billion dollars had been invested 
in southern industries, of which the most important were cot¬ 
ton textiles, iron and steel, lumbering, furniture manufacturing, 
and tobacco processing. 

REVIEW QUESTIONS 

1. Explain the growth of economic sectionalism, 1820-1860. 

2. In what ways was the economy of the South subservient to that of 

the North? 

3. What were the economic advantages and disadvantages of slavery? 

4. Why did the South secede from the Union? 

5. What factors aided the South in the Civil War? What factors aided 

the North? . r. , . t.* 

6. How did the Union finance the war? How did the South do this? 

7. What factors encouraged agricultural expansion during the war? 
Industrial expansion? 

8. Discuss the importance of cotton during the war. . . v. . 

9. State the economic results of the war in the South and in the North. 
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PASSING OF THE FRONTIER 


By the time of the Civil War the westward-moving frontier 
line had extended beyond the Mississippi, a number of states 
on the west coast had been formed, and a second frontier line 
was moving eastward from California and Oregon. In 1860 the 
great intervening area between these frontier lines contained 
only 1 per cent of the total population of the nation. In the lat¬ 
ter part of the nineteenth century this barren region was 
largely occupied. Several transcontinental railroads facilitated 
the process of rapid expansion. Miners, cattlemen, and home¬ 
steaders made their way to the area, and by the turn of the 
century the frontier was closed. 

WESTERN RAILROADS 

Of major importance in the opening of the trans-Mississippi 
West were the transcontinental railroads. They facilitated the 
westward movement of settlers and the marketing of western 
produce. 

The Union Pacific. The first of the transcontinental railroads 
was the Union Pacific, completed in 1869. After the beginning 
of settlement in California there had been increased agitation 
for rail connections to the Mississippi V’alley. It was not until 
1862, however, that the Union Pacific and Central Pacific Rail¬ 
road Companies were chartered by Congress to build a railroad 
between California and Iowa. The federal government pro¬ 
vided loans of 27 million dollars and made generous land grants 
to the roads. Unfortunately, disgraceful practices character¬ 
ized the promotion and financing of the Union Pacific. The 
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promoters of the road worked through a small Pennsylvania 
company, the Credit Mobilier Corporation, to which liberal 
construction contracts were given. Government officials, in¬ 
cluding Congressmen, were bribed by gifts of stock and money. 
At last, in 1872, the corrupt practices were exposed by a Con¬ 
gressional investigating committee. Ihe cost of construction 
to the Union Pacific Railroad Company was about 94 million 
dollars; the actual cost to the Credit Mobilier Corporation, 
44 million dollars. The huge debt with which the Union 
Pacific was saddled kept this company’s financial status in a 

])recarious condition for many years. 

Other Western Roads. The Northern Pacific, a transconti¬ 
nental railroad begun in 1864, was not completed until 1883. It 
ran from Minnesota to Washington. The Great Noithorn, 
which was completed in 1893 by James J. Hill and his associ¬ 
ates, connected Minnesota and Washington. The Southern 
Pacific, completed in 1883, connected New Orleans with Los 
Angeles. In 1881 this road was linked with the Atchison, 

Topeka, and Santa Fe. 

the mining frontier 

The discovery of gold in the West attracted a horde of 
settlers eager to get rich quick. California, settled by the forty- 
niners. became a state in 1850. When gold was discovered (in 
1858) in western Utah Territory near the California border, 
Carson City was promptly founded. In 1859 gold was found m 
Colorado and overnight the Pike's Peak area was occupied. 
(Until recently mining continued to be the leading occupation 
in Colorado.) The famous Comstock lode of Nevada, dis¬ 
covered in 1859. produced 340 million dollars in silver in the 
period 1860-1890. Nevada Territory (previously a part of Utah 
Territory) was organized in 1861 and made a state in 1864. 
Although silver mining declined at the Comstock lode after 
1890, new deposits of silver, gold, and copper were found in 
Nevada in the early twentieth century. (Copper is now the 
leading mineral mined in Nevada.) The discovery of go an 
silver in Arizona brought miners there, and Arizona Territory 
(formerly a part of New Mexico Territory) was created in 
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1863. In the 1870‘s and 1880’s the mining of copper began in 
Arizona; in the twentieth century (by 1925) this state became 
America’s greatest producer of copper. The discovery of gold 
in the Northwest led to the organization of Idaho Territory in 
1863. The eastern part of this region was cut off to form the 
territories of Montana and Wyoming in 1864 and 1868, re¬ 
spectively. Gold production in this area became relatively less 
important. Montana became a leading producer of copper. 

THE DAY OF THE CATTLEMAN 

For two decades after the Civil War, prior to the arrival of 
farmers in large numbers, ranches were operated throughout 
the Great Plains region stretching northward from Texas. The 
cattle grazed on the open range, and after the spring roundup 
were driven across the plains to railroad centers. Prosperity 
for the range cattle industry was short-lived, however; the in¬ 
dustry declined as rapidly as it had developed. 

Economic Basis of the Industry. The following factors en¬ 
couraged the growth of the cattle industry: (1) the existence 
of the open range stretching from Texas to Montana; (2) the 
discovery that cattle could stand severe w'inters on the north¬ 
ern Great Plains; (3) the growth of an eastern market; (4) im¬ 
proved transportation ; and (5) refrigeration inventions. 

Cattle Towns. Cattle shipments from Abilene, Kansas, on 
the Kansas Pacific Railroad, reached a total of 700,(XX) head in 
1872, only five years after the business had been started in 
that area. Dodge City, Kansas, on the Atchison, Topeka, and 
Santa Fe, was the greatest of the early cattle centers. Among 
other towns engaged in this industry were Wichita and Ells¬ 
worth, in Kansas, Ogallala, in Nebraska, and Miles City, in 
Montana. With the expansion of the range cattle industry, the 
meat-packing business moved westward, centering at Chicago, 
St. Louis, Kansas City, and Omaha. 

Decline of Range Cattle Industry. After the boom period, 
1875-1885, decline set in. (1) Advancing homesteaders fenced 
in the open range. (2) State inspection laws and legislation 
forbidding the driving of stock across state lines prevented the 
long drive. (3) Severe winters in the 1880’s and a drought in 
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1886 greatly damaged the industry. (4) Early profits en¬ 
couraged the investment of Eastern and British capital, and 
over-expansion resulted. 

THE FARMER’S FRONTIER 

Although federal land policies eventually aided the frontier 
farmers, they were confronted with serious problems of trans¬ 
portation, water scarcity, and lack of materials needed for 

fencing. 

Federal Land Policy. The following six acts reflected the 

principal trends of federal land policy. 

(1) The Homestead Act (1862) was the culmination of a 
long period of agitation for free land. A citizen, a person who 
had declared his intention of becoming a citizen, or the head of 
a family could obtain the title to 160 acres of public land merely 
by living on it for five years and cultivating it. Although the 
Homestead Act was a liberal law. its significance often has 
been overrated. Much of the best land had already been given 
away through railroad grants and educational grants, and al¬ 
though the measure was intended to benefit small farmers, the 
privilege of commuting still enabled companies to proem e 
large tracts of land. Only 48,000.000 acres had been granted 
to families under the Homestead Act by 1890; thereafter, how¬ 
ever, the act was used more often. 

(2) The Morrill Act (1862) provided that any state which 
established a public agricultural college could receive 30.000 
acres of public land for each representative that it had in Con¬ 
gress. Eventually every state availed itself of this opportunity. 

(3) The Timber Culture Act (1873) authorized the grant of 
160 acres of land to anyone who would plant and care for a cer¬ 
tain acreage of timber. About 10 million acres were disposed 
of in this way. but fraudulent use of the act led to its repeal in 

1891. 

(4) The Desert Land Act (1877) permitted the granting ol 
arid land at $1.25 an acre with the provision that irrigation be 
attempted within three years. Results were disappointing. 

(5) The Timber and Stone Act (1878) authorized the sale of 
160 acres of non-mineral land, valuable for timber or stone, at 
a minimum price of $2.50 an acre. Although the purchaser had 
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to swear that he would not resell the land, this provision was 
often violated. By 1945 some 14 million acres had been granted 

under this law. 

(6) The Carey Act (1894) provided for the cession of a mil¬ 
lion acres of public land to states that would subsidize irriga¬ 
tion projects. Results were meagre. 

Problems of Farming on the Great Plains. In the period 
1870-1890, about 10 million new settlers appeared on the Great 
Plains. Farming in this region presented a number of difficult 
problems. (1) Transportation facilities were vital to western 
farmers. The railroads were of great benefit to the region, but 
often their practice of discrimination and exploitation made 
them the object of attack by the farmers. (2) The scarcity of 
water was an almostjnsupcrable barrier: rainfall was usually 
inadequate for agriculture, and irrigation was almost impos¬ 
sible. Wells were sunk, sometimes as deep as 300 feet, with 
windmills to raise the water. This method did not, however, 
provide a complete solution. Irrigation projects, public and 
private, were attempted with little success, for only a small 
fraction of the area was reclaimed. More successful in com¬ 
batting aridity was dry farming, a means of conserving soil 
moisture by special methods of cultivation. (3) The fencing 
problem was acute because of the lack of stone and lumber. 
After the Civil War, hedges of osage orange plants (still in 
use in some areas) were introduced. Barbed wire, invented in 
the 1870’s, solved this problem: production of barbed wire in¬ 
creased from 10,CX)0 pounds in 1874 to 80,500,000 pounds in 
1880. 

MEANING OF THE PASSING OF THE FRONTIER 

By 1890 the frontier could be said to have disappeared. The 
existence of a vast unoccupied territory in the West had made 
American economic history somewhat different from that of 
western Europe, for the frontier had provided opportunities 
for adventursome persons and in hard times had tended to act 
as a safety valve. On the other hand, one should not exagger¬ 
ate the importance of the passing of the frontier. Even today, 
land in Canada and a good deal of inferior land in the United 
States are still available for use. After the passing of the 
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frontier, however, there has been more emphasis upon scientific 
agriculture and reclamation. Although unoccupied good land 
was no longer available in the West, economic decline did not 
follow the closing of the frontier. In the twentieth century, 
Americans have concentrated upon scientific and cultural 
frontiers. 


REVIEW QUESTIONS 

\. What is meant by the term “the last frontier”? 

2. What forces led to the passing of the frontier? 

3. Discuss the significance of railroads in the development of the West. 

4. What factors permitted the rise of the range cattle industry? What 
forces led to its rapid decline? 

5. Describe and evaluate the Homestead Act. 

6. Through what measures did the federal government encourage agri¬ 
cultural education and irrigation in the period 1860-1900? 

7. What conditions made farming on the Great Plains difficult? 

8. Discuss the influence of the passing of the frontier upon American 

economic life. 
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CHANGING AGRICULTURE, 1860-1914 


The years from the beginning of the Civil War to World 
War I witnessed a revolution in American agriculture. Prac¬ 
tically all the arable land was occupied during this period, 
with more than 500 million acres brought under cultivation 
from I860 to 1910. The expansion of the area under cultivation, 
increased mechanization, and greater use of scientific methods 
of farming contributed to productivity. Mechanized, special¬ 
ized, and commercialized agriculture assumed a very signifi¬ 
cant role in the industrialization of the United States. In the 
years after the Civil War, however, inefficient use of the land 
and declining agricultural prices caused agrarian hardship and 
widespread political unrest. 

AGRICULTURAL EXPANSION 


In the period 1860 to 1910 the agricultural output of the 
United States was quadrupled. The acreage under cultivation 

FARM STATISTICS, 1860-1945 


Year 


1880 

1900 

1910 

1920 

1930 

1945 

Number of farms 
(in thousands) 


1 4,009 

5,737 

6.362 

6,448 

6,289 

5,859 

Value of selected 
farm property 
(in millions 
of dollars) 

7,980 

1 

12,181 

20,440 

1 

41.961 

80,327 

58,378 

63,483 

Value of farm 
implements and 
machinery 
(in millions 
of dollars) 

246 

407 

750 

1,265 ' 

1 

3,595 

3,302 

6,235 


100 




























Mechanization and Scientific Fanning 


131 


was doubled, the number of farms was tripled, and the value of 
farm property was increased five-fold. 

The production of leading crops increased substantially from 
1860 to 1910: as shown in the table below, corn production in¬ 
creased nearly 2*4 times, cotton 3 times, w'heat 3^ times, oats 
more than 4 times. 


CROP STATISTICS. 1860-1945 



1860 

1900 

1910 

1930 

1945 

Corn (in 
thousand 
bushels) 

838,793 

2.661.978 

2.852.794 

2.080.130 

2.880,933 

Cotton (in 

thou.'^and 

bales) 

3,841 

10.124 

11,609 

13.932 

9.015 

Hay (in 
thousand 
tons) 

1 


75,184 

1 

74.527 

108,539 

Wheat (in 

thousand 

bushels) 

173,105 

599,315 

625.476 

886.522 

1.108.224 

Oats (in 
thousand 
bushels) 

172,643 

417,942 

945,483 

1.274,592 

1,535,676* 


• Figures for the year 1859. 


MECHANIZATION AND SCIENTIFIC FARMING 

As already noted, mechanization and scientific methods in¬ 
creasingly characterized American agriculture after the Civil 
War. 

Mechanization. The unusual demand in the Civil War period 
and the fact that the western regions being opened up were 
adaptable to large-scale farming encouraged the mechanization 
of agriculture. Between 1860 and 1890 the value of farm 
machinery doubled, as old machines were more widely used 
and countless new inventions were introduced. Of notable im¬ 
portance were the Marsh harvester, patented in 1858, which cut 
the time of reaping in half, and the twine binder, invented in 
1878, which increased eight-fold the speed of harvesting. Per 
capita agricultural production in the country as a whole m- 
creased from about 5.6 bushels in 1860 to 9.2 bushels in 1880. 

















Chanuifig Agfictfltiirc: i860’i9i4 


IJ2 

By 1905, with the perfection of gasoline-powered implements, 

agriculture !iad been revolutionized. 

The most significant results of mechanization were (1) a re¬ 
duction in the manpower required for farming, (2) an increase 
in per capita production. (3) the cultivation of hitherto un¬ 
usable land, (4) an increase in the farmer's real income, (5) 
greater difficulty confronting persons with little capital who 
wished to go into farming, and (6) the encouragement of 

overproduction. 

Scientific Farming. A number of factors helped to popularize 
scientific farming. (1) Expanded markets and the development 
of keen competition during the post-Civil W ar period of de¬ 
clining prices encouraged the search for cheaper methods of 
production and the attempt to achieve high standards of 
quality. (2) The occupation of all readily cultivable land ended 
many of the wasteful practices that had characterized earlier 
American agriculture. f3) Agricultural education furthered 
scientific farming. (4) Public aid and interest were aroused in 
behalf of agricultural efficiency. Furthermore, in the decades 
after the Civil War more than 30.0(X) new plants were intro¬ 
duced on an experimental basis, including staples such as white 
Kaffir corn, durum wheat, oriental rice, and drought-proof 
alfalfa. Finally, with the aid of the federal government, 
diseases such as hog cholera, the hoof-and-mouth disease, and 
corn rot were overcome; progress was made in the control of 
the boll weevil, corn borer, Japanese beetle, and gypsy moth. 

REGIONAL AGRICULTURE 

In the post-Civil War period, significant changes occurred in 
the agricultural production of the four principal regions of the 
United States. 

The Northeast. Agricultural trends in the Northeast which 
had begun before 1860 were accentuated during and after the 
Civil War. The development of transportation networks made 
it impossible for the northeastern farmers to compete with 
western farmers who specialized in growing staples such as 
corn and wheat. Northeastern farmers turned to dairying, rais¬ 
ing vegetables, and growing fruits. Onions and tobacco be¬ 
came leading crops in the Connecticut Valley, potatoes in the 
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Aroostock Valley. The fertile soil of the Middle Atlantic states 
continued to support the production of staples, but there, too, 
the trend was toward specialization in dairy products, vege¬ 
tables, and fruits. 

The South. Although the South did not change the type of 
products on its plantations, methods of operation were differ¬ 
ent. With abolition the huge plantations were broken up, and 
sharecropping emerged as the most common system of 

agriculture. 

The owners of the land furnished the sharecroppers with 
equipment and in return received from one-half to two-thirds 
of the crop. Tenant farming proved destructive to the soil and 
unsatisfactory to the tenants. Sharecropping also tended to 
perpetuate a one-crop system, with continued emphasis on cot¬ 
ton, the greatest money crop. 

Other important crops included tobacco (by 1900 the pre- 
Civil War production had doubled) and rice. Leading states 
for tobacco cultivation were Kentucky, North Carolina (which 
became the top producer in the 1930’s), South Carolina, and 
Tennessee. States most active in rice cultivation included 
South Carolina, Louisiana (which took first rank after 1890), 

Arkansas, Texas, and California. 

The Midwest. In the great Corn Belt from Ohio to Iowa the 
production of corn, the foremost crop in the United States in 
monetary value, gave impetus to the raising of hogs, cattl^e and 
poultry. Wheat was another staple cereal grown in the in¬ 
terior-spring wheat in the Dakotas and westward to Wash¬ 
ington, winter wheat from the Ohio Valley westward to 
Kansas and Oklahoma. In the North from Michigan into 
Minnesota, the farmers developed the dairy industry. In the 
twentieth century Wisconsin has become the leading producer 

of dairy products. . 

The Far West. Recently, California has attained a position 

second only to Texas in the total value of her farm products. 
The foremost crops are fruit and vegetables, but a substantial 
dairy industry also developed. Huge farms, employing migra¬ 
tory workers, and often controlled by banks, have become a 
twentieth-century manifestation of finance capitalism. In the 
far northwest the farming is more highly diversified, with at- 
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tention divided among fruits, wheat, dairy products, and wool. 
To the east, in the western edge of the Cordillera region, irri¬ 
gation and dry farming have made it possible to expand the 
production of corn, wheat, and alfalfa. 

AGRICULTURE AND PUBLIC POLICY 

Public policy concerning agriculture was reflected in govern¬ 
ment aid to education and to the progress of experimentation 
and research, and in the publication of agricultural literature. 

Agricultural Education. The Morrill Act (1862) designed to 
help the states to establish agricultural colleges, gave impetus 
to agricultural education. By 1916 there were 68 land-grant 
colleges offering instruction in agriculture. The Smith-Lever 
Extension Act (1914) provided for the distribution of educa¬ 
tional literature to persons unable to attend colleges regularly. 
This program was steadily expanded. The Smith-Hughes Act 
(1917) initiated governmental financial aid for agricultural in¬ 
struction in rural public schools. 

Experimentation and Research. In 1875 the first agricultural 
experiment station in the United States was founded at Wes¬ 
leyan LJniversity, in Connecticut. The success of this station, 
which was supported by state appropriations as well as by 
private funds, led to the passage of the federal Hatch Act in 
1887. This act provided for similar experiment stations in 
state colleges, and by 1930, 60 such stations had been estab¬ 
lished. Various government agencies (including the Bureau of 
Animal Industry, the Bureau of Plant Industry, the Bureau 
of Entomology and Plant Quarantine, and the Bureau of Agri¬ 
cultural Chemistry and Engineering) have carried on agricul¬ 
tural research and experimentation with new crops and 
methods. 

Agricultural Literature. The United States Department of 
Agriculture has published and distributed numerous works 
helpful to farmers, such as the Yearbook of Agriculture, the 
Farmer’s Bulletin, the Journal of Agricultural Research, and the 
Monthly Crop Reporter. Private agricultural organizations have 
published nearly 500 farm journals offering information and 
advice on every phase of farming. 
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AGRARIAN DISCONTENT 

Agrarian discontent in the period 1865 to 1896 reached sig¬ 
nificant proportions. The unrest was caused by a number of 
forces: (1) poor methods of cultivation, soil erosion, droughts, 
floods, dust storms, and the ravages of pests created a serious 
physical problem; (2) the isolation of western farmers pro¬ 
duced a social problem; (3) the growing strength of the in¬ 
dustrial East made it difficult for the West to secure political 
redress; and (4) western farmers found themselves in a posi¬ 
tion of growing economic inferiority. 

Economic Difficulties. Several adverse factors increased the 
economic difficulties confronting western farmers. 

Falling Prices. In the three decades after the Civil War the 
farmers had to contend with declining farm prices. Thus, the 
price of corn fell from 75 cents per bushel in Chicago in 1869 
to 28 cents in 1889; cotton, from 31 cents per pound in 1866 to 
6 cents in 1894. Prices fell as a result of greatly increased 
productivity, notwithstanding the growth of a dependent urban 

population and an export market. 

Scarcity of Credit. Banking facilities were not adequate for 
farmers’ needs; the national banking system failed to provide 
efficiently for rural areas. Private bankers charged exorbitant 
interest and imposed difficult terms. Widespread agitation 
developed for easier credit facilities and for more and cheaper 

money. 

The Tariff. The farmers bought in a protected market but 
sold their products in the world market. Necessary supplies 
frequently had tariff supports, e.g., farm machinery, barbed 
wire, and fertilizers. Farm prices were dependent upon the 
world market, and no control of them was possible. 

Transportation. The farmers were completely dependent 
upon railroads, which frequently disregarded their interests. 
Exploitation took the forms of “midnight rates” (overnight 
changes in rates), discrimination between shippers (and also 
between localities), and railroad control of elevators and ware¬ 
houses. Consequently, public regulation of railroads was one 

of the persistent demands of the West. 

Agrarian Organization. The farmers of the nation did not 
present a united front politically. Westerners were Republi- 
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cans, supporting the party which had stood for Union in the 
Civil War and which had passed the Homestead Act. All the 

boutliern farmers were Democrats. 

The Grange. The Patrons of Husbandry (the Grange), or¬ 
ganized in 1867, proposed to improve conditions of farmers 
through (I) opposition to large manufacturers, especially mo¬ 
nopolies, (2) formation of farmers’ co-operatives, and (3) 
efforts to provide a broader social and cultural life for farmers. 
Membership in the Grange reached a maximum of 1,500.000 
farmers, organized into 15,000 local branches, in 1873. Grange 
enterprises included harvester works, plow factories, grain 
elevators, packing plants, insurance companies, banks, and co¬ 
operative retail stores. The Grangers were able to influence 
state legislatures enough to secure passage of laws regulating 
railroads. In 1876 the United States Supreme Court upheld the 
state regulation of railroad rates, but in 1886 reversed its earlier 
decision. Other factors also contributed to the failure of the 
Grange’s economic program; western manufacturers became 
involved in long, costly patent suits; private elevators con¬ 
spired with railroads to drive the Grange co-operatives out of 
business; the inexperience of the Grangers in business ad¬ 
ministration led to overexpansion and mismanagement. 

The Farmers' Alliances. In the 1880’s two regional organiza¬ 
tions led the agrarian crusade: the National Farmers' Alliance 
(the Northwestern Alliance) and the National Farmers' Alli¬ 
ance and Co-operative Union of America (the Southern Alli¬ 
ance). The two groups differed somewhat in their programs: 
The Southern Alliance was considered more radical than the 
Northern Alliance; conflicting economic interests kept the two 
groups separate. Although these organizations emphasized 
their co-operative ventures, the stress of the times brought 
them more and more into politics. They became closely as¬ 
sociated with the People’s Party. 

The People’s P.\rty. During the 1890’s the People's Party 
represented the farmers’ greatest demonstration of political 
power. In 1892 the Populists’ presidential candidate, James B. 
Weaver, polled over a million votes. The platform of the party 
included: (1) governmental ownership of railroads and tele¬ 
graph and telephone systems, (2) establishment of postal 
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savings banks, (3) imposition of a graduated income tax, (4) 
removal of public lands from control by railroads, and (5) 
restoration of the free coinage of silver at a ratio of 16 to 1. 
In the election of 1896 the Populists joined the Democrats in 
supporting William Jennings Bryan; they campaigned on tht 
issue of free silver, temporarily putting aside the other 'ssue' 
of the party. The defeat of Bryan by William ^TcKinley, Be 
publican advocate of a sound currency and the gold standard, 
was a serious blow to the People’s Party. However, the eco¬ 
nomic position of the farmers began to improve; as a result of 
increased demand for farm products and currency inflation, 
farm prices rose. The early twentieth century was a time of 
agricultural expansion and prosperity, and World War I 
brought even better conditions for the farmers. 

REVIEW QUESTIONS 

1. Describe the expansion of American agriculture during the period 

from the Civil War to World War I. 

2. What were the outstanding effects of agricultural mechanization. 

3. Why was there increased interest in scientific farming after the 
Civil War? 

4. What were the main developments in northeastern agriculture after 
the Civil War? 

5. Why did the sharecropping system develop in the South? What 
were the advantages and disadvantages of this system? 

6. What have been the most important farm crops of the Midwest’ 

7 . How important was agriculture in California? In the far North- 

west? , 

8. By what means has the federal government aided agricultural edu¬ 
cation, research, and experimentation? 

9. What were the economic causes of agrarian unrest in the year' 
1865-1896? Why did the farmers demand monetary inflation and 

the regulation of railroads? , ,, 

10. What were the aims of the Grange? Of the Farmers Alliances. 

n. What policies were advocated by the People s Party. Why did it 
fail? 
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HISTORY OF TRANSPORTATION AND 
COMMUNICATION TO 1914 

A national system of transportation and means of rapid 
communication were indispensable to the industrialization of 
the United States. The halt century after the Civil War wit¬ 
nessed a remarkable growth of our railroad network; in the 
twentieth century, transportation was further revolutionized 
by the development of the automobile and the airplane. In 
communication also, the late nineteenth and early twentieth 
centuries saw the significant progress of telegraphy and the 
introduction of telephony and wireless. 

THE RAILROADS FROM 1870 TO 1910 

The history of the railroads from 1870 to 1910 was marked 
by rapid expansion of facilities, technological improvements, 
consolidation, and state and federal attempts at regulation. 

Expansion. The construction of railroads has been called 
“the country’s most dramatic enterprise.” With the great ex¬ 
tension of railroads, new areas of the country (notably the 
West) were opened up, and improved transportation was also 
provided for previously settled areas. The methods of fi¬ 
nancing and promoting railroad expansion were of considerable 
influence upon the entire economy. Many economic activities 
were benefited as track mileage increased from 30,625 in 1860 
to 93,261 in 1880 and to 167.191 in 1890. Construction after 
1890 was slower, but advanced steadily to the highest point, 
266.381, reached in 1916; thereafter, mileage decreased. 

Technological Improvements. Inventions introduced during 
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and after the Civil War made railroad transportation more 
efficient, safe, and comfortable. The establishment of a stand¬ 
ard gauge aided the integration of the nation’s systems. Steel 
rails permitted the use of far heavier and more powerful loco¬ 
motives. Steel was quickly adopted for the construction of 
locomotives and cars. Other improvements included the auto¬ 
matic air brake, the safety coupler, and the friction draft gear. 
Pullman inventions made travelling more comfortable. 

Railroad Consolidation. After an early period of keen com¬ 
petition, railroad operators began to expand and consolidate 
holdings in order to operate more efficiently and to secure 
greater profits. The earliest type of combination was ex¬ 
emplified by the railroad empire created by Cornelius Vander¬ 
bilt. Pie bought control of competing roads operating from 
i\ew York City to Albany and from Albany to Buffalo, and 
organized the New York Central system. A later type of com¬ 
bination was the pool, or traffic association, formed to appor¬ 
tion business, fix rates, and thus avoid ruinous competition. 
Pools were based on loose agreements that proved difficult to 
enforce, and in 1887 the Interstate Commerce Act declared 
pools unconstitutional. In the 1890’s and early 1900 s, the 
process of consolidation continued as large operators secured 
control of smaller competing lines either through direct pur¬ 
chase and lease or through the holding company device. The 
federal government tried to prevent consolidation of railroads 
in the early 1900’s, but accomplished little toward this end. 
In 1920 the passage of the Esch-Cummins bill indicated the 
abandonment of governmental efforts to maintain railroad 

competition. 

By 1906 the great period of combination was over, and at 
that time seven huge railroad organizations owned two-thirds 
of the nation’s railroad mileage and received about 85 per cent 
of the total railroad earnings. The wealthy Vanderbilt system, 
extending more than 22,500 miles, dominated the route from 
New York to the Great Lakes and Chicago.^ The efficient, 
progressive Pennsylvania Railroad and its associates controlled 
routes from Baltimore and Philadelphia to Pittsburgh and 
westward. J. P. Morgan built a system extending 18,000 miles 
in the Southeast with connections from Florida to the Great 
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I akes and from the Atlantic to the Mississippi. In the Missis¬ 
sippi Valley, Jay Gould’s system and the Rock Mand ^roup 
included nearly 32,000 miles of track. James J. Hill s Gr^ 
Northern organization and its affiliates, covering some 21,000 
miles, monopolized rail transport in the Northwest. The cen- 
tral and southern transcontinental roads were controlled by 

Edward H. Harriman and his associates. ^ 

Railroad Regulation. The fact that railroads were essential 

to the nation’s economy but monopolistic and often abusive in 
their exercise of power necessitated public regulation. 

Railroad Abuses. The carriers not only charged unreasonably 
high rates but also sometimes changed their rates overnight. 
Frequently they practiced rate discrimination in favor of par¬ 
ticular shippers, commodities, and localities. Their systematic 
effort to eliminate competition often worked to the detrirnent 
of the public. Western farmers were especially resentful of 

these railroad abuses. 

State Regulation. The first attempt at governmental regula¬ 
tion of the railroads came with the establishment of a super¬ 
visory commission in 1869. In the 1870’s the states passed a 
number of Granger laws which regulated railroad rates and 
outlawed discriminative practices. In Munn v. Illinois (1876) 
the United States Supreme Court upheld state regulation, but 

in the IVohosli case (1886) reversed its decision. 

The Interstate Commerce Act (1887). The Interstate Com¬ 
merce Act of 1887 was the first federal attempt to regulate 
railroads. The main provisions of the act were: (1) railroad 
charges were to be just and reasonable ; (2) rate discrimination 
between persons or localities was to be illegal; (3) pooling 
agreements were also outlawed; (4) notice of rate changes was 
to be given at least ten days in advance; (5) the Interstate 
Commerce Commission was authorized to hear complaints of 
shippers, to collect data, to make decisions, and to take cases 
to the federal courts if the railroads failed to obey its de¬ 
cisions. For one or two decades after its passage, the law 
proved to be quite ineffective because it was vaguely worded, 
the government made no serious attempt at enforcement, and 
the federal courts handed down a number of adverse decisions. 
Amendments to the Interst.ate Commerce Act. The Elkins 
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Act (1903) imposed fines on railroads for granting rebates; 
not only railroad companies but also railroad officials and 
favored shippers involved in this practice were subject to 
punishment. The Hepburn Act (1906) extended the commis¬ 
sion’s authority over pipelines, express companies, and sleep¬ 
ing-car companies. This law also empowered the commission 
to fix maximum rates; by 1911 about 194,000 of the rates pie- 
vailing in 1906 had been cut in half. The Mann-Elkins Act 
(1910) extended the commission’s authority to telephone, 
telegraph, cable, and wireless companies, and the commission 
was further empowered to suspend newly-announced rates 
temporarily while it determined their reasonableness. The 
Physical Valuation Act (1913) authorized the use of evalua¬ 
tions of railroad property as a basis for determining reasonable 
rates, but World War I postponed application of this criterion. 
The commission devoted about fifteen years to completion ol 

the valuations. ^ ^ 

In the beginning the Interstate Commerce Commissions 

powers were mainly supervisory, but gradually its regulatory 
authority over many forms of interstate business was estab¬ 
lished. Eventually it not only fixed rates but also attained 
complete control over the expansion and contraction of Amer¬ 
ican railroad systems, including supervision over the financial 
administration of the roads. The original purpose of the Inter¬ 
state Commerce Act to preserve competition was abandoned 

after World War 1. 


STREET RAILWAYS 

Before the advent of electricity, the horse-car was the preva¬ 
lent type of street railway, though there was some use of 
steam. The first successful electric railway was built in Kansas 
City in 1883; within five years there were thirteen electric 
systems in American cities. The inventor Frank J. Sprague, 
head of the Sprague Electric Railway and Motor Company, 
became known as the “father of the electric railway. Boston 
built the first subway in 1898 ; construction of a subway in New 

York City began in 1900. . , » i* s 

After several decades of expansion a substantial dedme of 

street railways occurred, chiefly because of the competition of 



142 


History of Transportation and Communication to 19J4 


gasoline power in passenger service and of steam railways m 
freight transportation. In the early years municipal govern¬ 
ments encouraged the development of street railway com¬ 
panies, but harsh business practices subjected the railways to 
severe criticism and led to strict regulation or, in many in¬ 
stances, public ownership. 

THE AUTOMOBILE 

The perfection of the gasoline engine in the first half of the 
twentieth century revolutionized transportation. Gasoline 
power was first developed in Europe; in 1900 it was in the 
experimental stage. Intense competition developed in this 
field, as notable inventors, such as Charles E. Duryea, Ransom 
E. Olds, Henry Ford, and John D. Maxwell helped to perfect 
the automobile. As early as 1911, automobile production 
reached an annual total of 200,000 cars, though the main growth 
in this industry did not come until after World War I, 

AVIATION 

Although Wilbur and Orville Wright made their first suc¬ 
cessful airplane flight in 1903, airplanes were not used exten¬ 
sively before World War I. The war stimulated progress in 
aviation, however; in 1918 the first regular air-mail service in 
the world was established between New York and Washington. 
In 1919 a United States Navy seaplane crossed the Atlantic 

Ocean. 


PROGRESS IN COMMUNICATION 

The telegraph, invented by Samuel F. B. Morse, in 1835, was 
first put to practical use in 1844. The Western Union Company 
was organized through a combination of over fifty companies 
just before the Civil War; by 1880 it virtually monopolized the 
telegraph business. Contracts with railroads gave Western 
Union the right of way along tracks in return for free telegraph 
service. A strike in the Western Union in 1883 brought popu¬ 
lar resentment and demand for public control of the industry; 
by 1900, 75 bills had been introduced in Congress to establish 
public operation of telegraph lines. 
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Shortly after Marconi perfected wireless telegraphy, early 
in the twentieth centur>% that invention was widely used in 
oceanic communication, and by World War I transoceanic 
service had been developed. After the war, major steps of 
progress came with the introduction of wireless telephony 
and radio. 

In 1876 Alexander Graham Bell invented the telephone while 
investigating methods of teaching the deaf to talk. By 1880, 
34,305 miles of telephone wires had been constructed. The 
early years of telephony saw a bitter struggle between the 
Bell Telephone Company and the Western Union Company. 
In 1900 the American Telephone and Telegraph Company 
(founded in 1896) took over the Bell Company, and in subse¬ 
quent years secured control of most of the nation s telephone 
companies. 


REVIEW QUESTIONS 

1. Indicate the extent of railroad building in the period 1865 to 1914. 
When did the greatest amount of building occur? 

2. What part did technological improvements play in railroad ex¬ 
pansion? 

3. By what methods were great railroad consolidations developed? 
4 What great railroad systems were built in the East? In the 

Mississippi Valley? In the trans-Mississippi West? 

5. What railroad abuses led to a demand for public regulations? 

6. How effective was state regulation of railroads? 

7. What were the provisions of the Interstate Commerce Act? Out¬ 
line the important amendments to this law during the period 

1887-1914. 

8. Why was progress in federal regulation of interstate commerce 

slow? . j 

9. Review the beginnings of automobile transportation and aviation 

in the United States. 

10. What improvements in communication were developed m the years 
between the Civil War and World War I? 


20 


THE INDUSTRIAL REVOLUTION 


Since the middle of the nineteenth century, American life 
has been transformed by the rise of industrialism. As a result 
of vastly increased industrial productivity, the national wealth 
has grown tremendously and the standard of living has been 
constantly raised. Merchant capitalism gave way to industrial 
capitalism, and by 1900 another form of economic organization, 
finance capitalism, had emerged. The consolidation of industry 
and the concentration of economic power which developed 
produced a growing demand for public regulation of economic 
life. In the twentieth century the United States has become 
the greatest industrial power in the world. 

FACTORS ENCOURAGING INDUSTRIALISM 

Several important advantages gave impetus to the progress 
of industrialization. 

Natural Resources. Before the Civil War the raw materials 
of American manufacturing were products of forest and field 
rather than of mines and wells. In 1860, quantitatively speak¬ 
ing, wood was the chief raw material used in manufacturing. 
During and after the Civil War the mineral industries assumed 
a new role in the American economy, becoming the very foun¬ 
dation of the new industrial society. From 1870 to 1920 the an¬ 
nual value of the output of mineral industries rose from 250 
rhillion dollars to nearly 7 billion dollars. The various metals, 
which possessed the characteristics of durability, strength, and 
adaptability to precision forms, were essential to the industrial 
methods of the machine age. 
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Abundant Capital. The market for capital funds developed 
very slowly before 1860, but the Civil War gave impetus to the 
expansion of the investment market. It became necessary to 
provide additional facilities for the transfer of funds from the 
saver to the borrower as industry expanded and the govern¬ 
ment struggled to finance the war. American investors were 
at first unable to meet the demand for capital, and until the 
twentieth century foreign investors provided a large part of the 
capital required for the economic development of the United 
States. It has been estimated that a total of only 400 million 
dollars in American securities was owned by foreigners in 
I860: the figure had risen to 1.4 billion dollars by 1869. The 
holdings of foreign investors in the United States continued to 
increase until the early years of the twentieth century, reach¬ 
ing a peak of 4.5 billion dollars in 1914. Meanwhile the nation 
was becoming self-sufficient in capital resources and by World 
War I was providing capital for foreign investment. 

Labor Supply. The rapid increase of the native population 
augmented by immigration provided an adequate labor force. 
The number of persons with occupations rose from 10.5 million 
in 1860 to 29 million in 1900. In the same period the percentage 
of the total labor force engaged in agriculture dropped from 
58.9 to 37.5; the proportion of nonagricultural labor rose from 
41.1 to 62.5 per cent of the total. (See Chapter 22.) 

Technology. The industrial era has been the age of the 
machine. Innumerable technical advances occurred in all lines 
of industry—from the primary extractive processes to the 
manufacture of finished products. These advances permitted 
greatly increased productivity,, the improvement of quality, 
and the standardization of products. Before 1860 only 36,000 
patents had been issued by the United States Patent Office; 
in the next 30 years a total of 440,000 patents were granted. 

Markets. The United States became a huge free-trade 
market area, wherein producers were often protected against 
foreign competition by tariffs and other trade barriers. Ameii- 
can manufacturers developed an increasingly important export 
market as well. 

Transportation. The expansion of the railroad network, aid¬ 
ing in transporting raw materials and marketing goods, was a 
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vital factor in the industrial growth of the nation. In the 
twentieth century the automobile and the a.rplane furt er 

revolutionized transportation. 


GROWTH OF INDUSTRY 

By 1890 the value of manufactures exceeded that of agricul¬ 
tural products; by 1900 the value of 

double that of agricultural goods. Although the Umted States 

had ranked only fourth among nations m he ^ 

factures in 1860. it became the greatest industrial producer 

the world bv 1894. The accompanying table 

tent of American industrial development in seven decades after 

the Civil War. 

AMERICAN IND USTRIAL DEVELOPM ENT, 1859-1939 


Yea 


1859 

1869 

1879 

1889 

1899 

1899* 

1909 

1£19 

?te9 

1939 


No. of 
Estalilishments 
(thousands) 


140 

252 

253 
355 
512 
204 
264 
210 
206 


No. of 
Wage Earners 
(millions) 


1.3 

2.0 

2.7 

4.2 

5.3 
4.5 
6.2 

8.4 
8.3 


Gross Value 
of Products 
(millions) 


1,885 

8.385 

5.369 

9.372 

13.000 

11.032 

19.945 

59.964 

67.994 


Value Added 
by 

Manufacture 

(millions) 


854 

1.395 

1.972 

4.210 

5.656 

4.646 

8.162 

23.735 

30.591 

24.682 



Westward Movement. The center of industry, which was 
only forty-one miles northwest of Harrisburg, Pennsylvania, 
in 1850, had moved to central Ohio by 1890. Although manu¬ 
facturing shifted its geographic centers less rapidly than agri¬ 
culture, it moved steadily westward toward the sources of raw 
materials whenever an adequate supply of labor could be found. 

Location of Industry. Proximity to materials, markets, 
power facilities, labor supply, and capital had great influence 
upon the choice of locations for American industry. 

The Northeast. The Northeast was the historic center of 
American manufacturing; the Industrial Revolution reached 
this region first. Factors which enabled New England and the 
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Middle Atlantic states to assume industrial leadership in¬ 
cluded: (1) ample water power; (2) an adequate supply of 
capital; (3) sufficient labor reserves; and (4) the best trans¬ 
portation facilities in the country. The advantages for industry 
in this area outweighed the lack of certain resources. Massa¬ 
chusetts cities and towns became leading centers for the pro¬ 
duction of boots and shoes, textiles, and electrical machinery. 
Southern New England specialized in manufacturing small 
metalware and jewelry. Major industries established in New 
York State included printing and publishing, textiles, foundry 
and machine products, meat packing, and distilling. New 
Jersey developed leading industries producing copper, petro¬ 
leum. paints, and chemicals. Pennsylvania led the nation in 
iron and steel works and anthracite coal mining and also de¬ 
veloped substantial textile manufacturing and meat-packing 
enterprises. In recent years that state produced more than 
one-fourth of America’s total output of steel and nearly one- 
fourth of America's coal. 

The Middle West. Because of the slowness of settlement and 
the scarcity of labor in the Middle West, manufacturing came 
to this area later than to the Northeast. During the past cen¬ 
tury, however, extensive manufacturing interests were at¬ 
tracted to the region by its abundant natural resources. 
Eventually, vast industries, such as meat packing, milling, and 
farm machinery manufacturing developed. The coal reserves 
and unequalled iron resources resulted in the establishment 
of a great iron and steel industry in Ohio. Michigan became 
the center of the huge automobile industry in the twentieth 
century. 

The Far West. Despite increased industrial activity in the 
Far West during the past fifty years, progress there has not 
equalled that of other sections of the country. Industry in the 
area became closely linked to agriculture (especially in milling 
and meat-packing) and lumbering. In California petroleum 
refining eventually ranked highest in money value, and the 
state led all others in the production of canned fruits and 
vegetables. 

The South. After the Civil War the South built a more diversi¬ 
fied economy: beginning in the 1880’s manufacturing progress 
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was substantial. Notable development took place in the pro¬ 
duction of lumber, cotton textiles, cottonseed products, petro¬ 
leum and iron and steel. Southern textile plants, for example, 
competed successfully with the well-established industry in 
New England, and Birmingham, Alabama, became one of the 

nation’s steel centers. 

The Power Revolution. An abundance of power resources 
aided the rapid development of American industry. From 1870 
to 1950, the total power consumed in America was increased 
more than 2,000 per cent, while per capita consumption was in¬ 
creased 700 per cent. The largest proportion of utilization of 
the principal energy sources has come in the twentieth century: 
80 per cent of all the coal mined; over 90 per cent of all the 
jietroleum produced; and about 99 per cent of all the electricity 

generated. 

The growth of the electric power industry was extraordinary. 
Production rose from 40 billion kilowatt hours in 1919 to 161 
billion in 1939 and to more than 370 billion in 1951. Electricity 
supplied only about 3 per cent of the total power used by in¬ 
dustry in 1899; by 1939 this source provided 59 per cent of the 
power consumed by industry. For household use, electricity 
provided efficient lighting and heating and innumerable labor- 
saving functions. In industry, it was flexible and easily con¬ 
trolled, proving to be ideal for individually-powered machines. 

As the power revolution was taking place, coal continued to 
occupy a dominant position, but after World War I there was 
increasing competition from other sources of energy. The per¬ 
centage of total energy consumption resulting directly from 
the use of coal steadily declined: in 1900 the percentage was 
nearly 90 per cent; in 1929, 60 per cent; in 1947, about 50 per 
cent. Hydro-electric power came into use in the 1890’s and 
experienced substantial growth after 1900. This source of 
power regularly produced about one-third of the nation’s out¬ 
put of electricity. (Coal continued to account for two-thirds 
of the nation’s electric power.) After World War I, petroleum 
and natural gas became important in the energy pattern. In 
1918, 14 per cent of the total energy consumed by the nation 
was produced by oil; in 1950, the percentage was 35. In the 
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latter year, moreover, 18 per cent of the total energy used was' 
supplied by natural gas. 

PROCESSING OF FOOD PRODUCTS 

Leading American industries included those for the produc¬ 
tion and processing of food. Processing of food in the home 
was supplanted by the use of manufactured products, which 
were improved in quality at the same time that prices were 
reduced. 

In recent years, on the basis of money value, meat-packing 
was the leading food-processing industry, and, in fact, up to a 
short time ago it ranked first among all manufactures. Refrig¬ 
eration, the increased use of by-products, and improved 
methods of canning aided the expansion of the industry. Flour 
milling, which held first place in value among manufactures in 
1860, had fallen to third place in 1914 and to fourteenth place 
by 1939. Bakery products, on the other hand, rose from 
eleventh ppsition in 1914 to seventh position in 1937. The can¬ 
ning industry, which received stimulation from the Civil War 
demand and from the increase of urban population, benefited 
from many technical advances and in the first half of the 
twentieth century expanded more rapidly than any other food 
industry. Industries with a similar record of success included 
brewing and distilling, the processing of dairy products, and 
the manufacturing of tobacco. 

EXTRACTIVE INDUSTRIES 

Most important among the extractive industries which de^ 
veloped were the coal, iron, and petroleum industries. 

Coal. Coal has been the chief source of power and the lead¬ 
ing fuel of industrial America. Until 1870 anthracite led in the 
industry, but thereafter bituminous production was greater. 
By 1914 the output of bituminous was four and one-half times 
as large as the production of anthracite. In 1900 America pro¬ 
duced a total of 269,684,027 tons of coal, of which 212,316,112 
tons were bituminous. In 1947, a peak year of production, 
687,813,731 tons of coal, of which 630,623,722 tons were bitumi¬ 
nous, were produced. Despite this remarkable expansion and 
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industry has suffered a relative dcchne since \Vorld War 1. 

Iron ■ The nation's output of iron ere rose from an annual 
average of about 10 million tons in the 1880 s to nearly 70 
:;inirtons yeany during World War I The iron mdus ry 
was revolutionized by the discovery and exploitation of t e 
Lake Superior iron mines, particularly the Mesabi mines. 

Extraction of iron in this region was facilitated > 
vdopment of ore-handling facilities and effic ent transportation 
on the Great Lakes. The region contributed as much, by 1920, 
as 85 per cent of the nation's total iron production. 

Petroleum. Progress in the petroleum industry "■'as Phe¬ 
nomenal. The first oil well in America was driven in 8a9 by 
1880 production had reached 26 million barrels annudly. The 
figure rose to 63 million barrels in 1900 and to 1.300 million 
barrels in 1940. the latter representing two-thirds of Ae to 
world production. The extraordinary expansion of this indus¬ 
try is attributed to the early use of oil for lighting, as a fuel for 
internal combustion engines, and for heating. 


HEAVY INDUSTRIES 

Amongst the heavy industries that developed were the fol- 
lowing: the manufacture of iron and steel products, machinery, 

locomotives, copper products, and shipbuilding. 

Iron and Steel. Steel was essential for industrial develop¬ 
ment. In monetary value the products of steel works 
(excluding machinery, railroad equipment, and secondary man¬ 
ufactures) rank first among industrial products. Before the 
Civil War, steel was rare and expensive, but the introduction 
of the Bessemer process of smelting iron ore in 1864 led to 
greatly expanded production. Early in the twentieth century 
the Bessemer process was supplanted by the open-hearth 
method, which permits the use of lower-grade ores. A century 
of technical progress brought phenomenal expansion. Produc¬ 
tion rose in value from 207 million dollars in 1869 to nearly 804 
million dollars in 1899; by 1890 the United States surpassed 
England in the production of pig iron, and by 1900 American 
steel production was greater than that of England and that of 
Germany combined; in 1929 the American output of steel was 
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over fifty times the amount produced in the nation in 1869. The 
tendency toward large-scale production and integration cul¬ 
minated in the establishment in 1901 of the United States Steel 
Corporation, the first billion-dollar corporation in America. 


GROWTH OF THE IRON AND STEEL INDUSTRY 


Year 

Number of 
Establishments 

Average 
Number of 
Wage 
Earners 

Capital 

Value of 
Products 

1869 

808 

77.555 

S 121.772,000 i 

$ 207,209.000 

1899 

668 

222,490 

513.392.000 

803,968.000 

1909 

654 

278,505 i 

1,492.316,000 

1,377,152,000 

1929 

591 

419,534 . 


4.137.214.000 

1937 

410 

359.630 


3.330.491.000 


Manufacture of Machinery. In the early years of American 
industrialism, machines were designed and built to order. As 
demand for machinery grew, companies were organized to pro¬ 
duce specialized equipment—e.g., steam engines, locomotives, 
and textile machinery. After the Civil War the manufacture of 
machinery expanded rapidly as the growing industrial economy 
demanded an endless variety of machines. These included 
heavy equipment such as cranes, steam turbines, electric 
motors and dynamos, and innumerable small machines. 

Locomotives. The great demand for locomotives and rolling 
stock provided important markets for heavy industry. In 1865 
a 30-ton locomotive was considered very large; by 1950 some 
locomotives exceeded 130 tons in weight. The Baldwin Com¬ 
pany dominated production in this business for many years, but 
in the early twentieth century the American Locomotive Com¬ 
pany built a large number of locomotives. Old wooden cars 
with a capacity of 7 or 8 tons were replaced by steel cars with 
a capacity of 40 to 50 tons. The Pressed Steel Car Company 
of Pittsburgh became the leading producer of railroad cars. 

Shipbuilding. The construction of iron and steel ships be¬ 
came one of the leading heavy industries in the late nineteenth 
century. Characteristics of this new industry included large 
capital investment, heavy and expensive equipment, and large- 
scale operations. The investment in iron shipbuilding, which 
was negligible in 1860, had risen to a value of one million dol¬ 
lars by 1900. Production increased from an annual average of 
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100.000 tons in the 1890's to 250,000 tons on the eve of World 

W'iir I. War demands brought spectacular expansion. 

Copper Manufactures. The most significant expansion 
among the nonferrous metal industries came in the copper in¬ 
dustry. Production of copper increased from an annual average 
of about 8.000 tons in the ISSO’s to more than 900.000 tons an¬ 
nually during Worhl A\'ar I. Many new uses for copper in 
both capital and consumer goods were found. The most im¬ 
portant new use was in the production of electrical equipment, 
motors, and transmission lines. In the 1920 s from one-third 
to nearly one-half of the copper production was consumed by 
the electrical and allied industries. 

TEXTILE INDUSTRIES 

Textile manufacturing expanded greatly in the post-Civil 
War period. Cotton, the chief manufacture before the war, 
was surpassed by woolens during the conflict and did not again 
attain a prominent position among textiles until the turn of the 
century. One feature of the period after 1880 was the rise of 
cotton manufacturing in the South, especially of the cheaper 
types of products. The number of southern cotton mills in¬ 
creased from 159 in 1860 to 821 in 1929, and the number of 
spindles from 561,000 to 18,541,000. Although cotton products 
remained the most valuable of the textiles, cotton declined in 
relative importance with increased production of silk, rayon, 
and new fabrics. Woolen products generally ranked next to 
cotton in value, but the woolen manufacturers had to compete 
with a variety of cheaper fabrics. Production increased but not 
nearly so rapidly as in the case of other textiles. During the 
half-century after the Civil War, the production of silk goods 
increased more rapidly than that of any other textile. Mechani¬ 
zation and tarifif protection greatly aided the rise of this in¬ 
dustry, so that the value of its production, estimated at 1.8 
million dollars for 1850. had risen to 107 million dollars by 
1900. Rayon, a twentieth-century development, provided 
severe competition for the silk industry: by 1939 the value of 
rayon products was nearly three times that of silks. 

During the period before the Civil War, a start had been 
made in standardization of men’s clothing and in production 
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for the general market. After the Civil War there was great 
expansion in this industry; it is estimated that by 1900 about 
90 per cent of the demand was supplied by ready-made cloth¬ 
ing. The value of production had reached 500 million dollars 
by 1909, at which time the manufacture of shirts, collars, and 
similar accessories had attained a value exceeding 100 million 
dollars. Though progress in the manufacture of women’s cloth¬ 
ing was less rapid, by 1909 the value of the annual production 
had approximated 400 million dollars. 

Technological advances in the carpet industry permitted 
large-scale production and encouraged expansion. Production 
increased from about 20 million square yards in 1869 to nearly 
52 million square yards in 1919. 

REVIEW QUESTIONS 

1. What were some of the general effects of industrialization in 
America? 

2 What factors gave impetus to industrialization? 

Why (lid American industry become localized? 

4. What were the chief industries of the Northeast? The Middle West? 
The Far West? The South? 

5. Describe twentieth-century changes in the use of power in the 
American economy. 

6. Indicate the relative importance of the leading food manufactures in 
American industry after 1860. 

7. List the chief extractive industries of the United States. 

8. Outline the growth of the iron and steel industry. What have been 
some of the other important heavy industries? 

9. What were the chief developments in textile manufacturing after 
1860? How have cottons and woolens compared in importance? 
What new textile industries have developed? 
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INDUSTRIAL CONSOLIDATION AND THE 

ANTITRUST MOVEMENT 

An outstanding development in the late nineteenth and early 
twentieth centuries was the growth of large capitalistic com¬ 
binations. These were not restricted to one economic field but 
were formed in manufacturing, mining, transportation, public 
utilities, merchandising, and even agriculture. The concentra¬ 
tion of economic power and the frequent abuse of that power 
gave rise to the antitrust movement. 

THE GROWTH OF HUGE COMBINATIONS 

Combinations and monopolies were organized for several 
reasons: (1) to secure the advantages of large-scale manage¬ 
ment ; (2) to eliminate competition and reap the benefits of 
monopoly; and (3) to regulate output and thereby stabilize 
prices, control production, and secure greater profits. 

Devices for Establishing Large Combinations. There were 
half a dozen common devices utilized in the formation of 
monopolistic enterprises. 

The Pool. In the pool, members of an industry agreed to regu¬ 
late output and to divide the marketing area among themselves. 
The pool was a federation of independent business units. Pool¬ 
ing agreements were often secret, and their efifectiveness 
depended upon the honor of the members. The Interstate Com¬ 
merce Act outlawed such agreements. 

The Trust. The trust was an association of corporations in 
which the stock of the member companies was turned over to 
a board of trustees to effect unified management. Trust certifi- 
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cates were issued on the basis of the stock held in trust, and the 
board of trustees controlled the business policies of the com¬ 
bination. It was a highly centralized form of management. In 
1890 New York State courts ordered the North River Sugar 
Refining Company’s charter forfeited on the ground that the 
company had exceeded the powers of its charter by giving 
control of its stock to the sugar trust. In 1892 the pioneer 
trust, the Standard Oil Company, was ordered dissolved by 
the Ohio Supreme Court. A number of adverse court decisions 
and antitrust legislation, both state and federal, resulted in the 
abandonment of the trust as a monopolistic device. 

The Holding Company. A holding company is one that owns 
a controlling share of the stock of corporations engaged in a 
single type of business. Controlled corporations are subsidi¬ 
aries of the holding company, which may be merely a managing 
company (e.g., the Northern Securities Company) or an op¬ 
erating company (e.g., the Standard Oil Company of New 
Jersey). Other great holding companies were the United States 
Steel Corporation, the New York Central Railroad, the Ameri¬ 
can Telephone and Telegraph Company, and the American 
Tobacco Company. In 1889 New Jersey amended its corpora¬ 
tion law to permit the chartering of holding companies. Other 
states to follow New Jersey’s example were Delaware, West 
Virginia, Maine, South Dakota, Nevada, and Florida. The 
holding company device was not held to be illegal in itself, but 
only insofar as it has been used to violate the antitrust laws. 

The Merger. By means of the merger device, a corporation 
buys all the stock of its competitors prior to their dissolution. 
The General Electric Company, the American Sugar Refining 
Company, and the International Harvester Company became 
combinations of this type. Numerous decisions of the Supreme 
Court held that the merger is not illegal per se, but only when 
organized to restrain trade. 

Informal Agreements. Various “communities of interest 
and “gentlemen’s agreements" existed throughout the combina¬ 
tion period. These were sometimes as effective as the formal 
combinations, and they were very difficult to control. 

The Cartel. During the interim between the two world wars, 
many leading businessmen concentrated on the cartel as a 
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means of international planning and control of business. A 
wide variety of cartels were established, some on an informal 
basi^ others by means of formal compacts. Some cartels were 
approved and supported by national governments, some func¬ 
tioned on an extensive international scale without govern¬ 
mental sanction, and some operated in violation of national 

laws. 

Extent of Consolidation. As the industrialization of America 
progressed, the leaders of industry became more and more 
dependent upon investment bankers for funds. With this de¬ 
velopment the control of industry passed more and more into 
the hands of a few financial magnates. The resulting new 
system of business organization became known as finance 

capitalism. ioort» 

The early consolidation of industry (in the 1870’s and 1880 s) 

was but a feeble beginning compared to developments in the 
next two decades. In 1893 the twelve largest corporations had 
a total capital of less than a billion dollars. In 1904, 318 in¬ 
dustrial combinations had a total capital of 7.25 billion. Morgan 
and Rockefeller controlled six huge railroad combinations with 
a total capitalization of almost 10 billion. 

A Congressional committee reported in 1912 (in the Pujo 
Ref^ort) that the new oligarchy was dominated by three New 
York banking firms: J. P. Morgan and Company, the First 
National Bank (headed by George F. Baker), and the National 
City Bank (headed by James Stillman). These three organiza¬ 
tions controlled about 2 billion dollars of investment funds, 
and were represented by some 340 directors in 112 corporations 
whose total resources exceeded 22 billion dollars. 

The Temporary National Economic Committee, established 
by Congress in 1938, made some startling discoveries about the 
concentration of economic power in the United States. The five 
largest life insurance companies were found to interlock with 
780 corporations, including 145 banks and 100 other insurance 
companies. In 1938 the Rockefeller group was in control of 5 
of the 18 major oil-producing companies. In 1935 the House 
of Morgan had decisive influence in 13 industrial corporations, 
including the United States Steel Corporation, 12 utility cor- 
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porations, including the American Telephone and Telegraph 
Company, and 11 of the nation’s major railroad systems. In 
the investment banking business, 5 per cent of the houses con¬ 
trolled 91 per cent of the business, and the Morgan company 
alone managed 23 per cent of the total business. 

PUBLIC OPINION AND INDUSTRIAL CONSOLIDATION 

The English philosopher, Herbert Spencer, developed a 
philosophy which helped businessmen to explain and justify 
the industrial revolution. Spencer applied Darwin’s biological 
theory to explain economic change, envisaging an era of broad 
social evolution and human progress. Free competition and 
laissez-faire were the great aims of Spencer s American dis¬ 
ciples, such as E. L. Youmans, William G. Sumner, and John 
B. Clark, who denounced governmental intervention in the 
operation of the economy and upheld industrial capitalism as 
a system in which each contributing group received a just 
reward. 

To many the growing concentration of economic power 
seemed a definite thrctat to American democracy. Early 
America had seen no such extremes of poverty and wealth, and 
the conspicuous waste and extravagant taste of the new aris¬ 
tocracy were condemned by social critics. An alarming ethical 
confusion emphasized the social cleavage in industrial America 
and produced a demand for public regulation of the new giants. 
The new industrial society developed its own code of ethics 
very slowly, and reformers were shocked by prevailing eco¬ 
nomic conditions, such as inadequate inspection and regulation 
of banks, insurance, railroad, and trust companies, the employ¬ 
ment of children in mills and mines, the use of woman labor in 
sweat shops, and the control of politics by business. 

By 1900 the problem of preserving American political and 
economic liberties was quite different from what it had been in 
the early days of the republic. The heirs of Jefferson’s phi¬ 
losophy in the industrial age desired governmental regulation 
of the nation’s economy; the industrialists demanded laissez- 
faire. Early advocates of reform were Henry D. Lloyd, Charles 
F. Adams, Henry George, and Edward Bellamy. Other leading 
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writers who criticized industrial America were Richard T. 
Ely. Thorstein Veblen, Richard Croly, Ida Tarbell, and 
Louis Brandeis. 

During the first half of this century there developed a grow¬ 
ing sense of public responsibility for the preserv^ation of tradi¬ 
tional economic and political liberties, coupled with concern for 
the welfare of individuals. Public agencies exercised increasing 
power over economic affairs. 

THE ANTITRUST MOVEMENT 

The regulation of corporate combinations by the federal 
government began with the Sherman Act in 1890. This act 
provided that (I) everv combination in restraint of interstate 
commerce was illegal; (2) persons conspiring to interfere with 
or to monopolize interstate commerce in any type of business 
were committing a crime; (3) property owned under a con¬ 
tract involving a conspiracy to restrain interstate commerce 
might be confiscated; (4) the word person was to apply to cor¬ 
porations as well as to individuals. 

Little use was made of the Sherman Act during the first ten 
years after its passage. There were several reasons for this 
inactivity. (1) A prolonged depression in the 1890’s diverted 
attention from the trusts. (2) Decisions of the United States 
Supreme Court impeded government regulation. For example, 
in 1895 the federal government charged that the American 
Sugar Refining Company monopolized the manufacture and 
sale of sugar. The Supreme Court declared that although the 
company controlled about 98 per cent of this industry the 
government had failed to prove any direct interference with 
interstate commerce. This decision gave great impetus to com¬ 
bination. (3) The federal government itself often seemed luke¬ 
warm or actually hostile to the idea of public regulation of 
business. 

Prosocutions under the Sherman Act increased in number 
during the administrations of Theodore Roosevelt (44 cases), 
William Howard Taft (80 cases), and Woodrow Wilson (90 
cases). In 1904, a holding company (the Northern Securities 
Company) was broken up; in 1911 the Standard Oil Company 


Review Qucslions 


159 


of New Jersey, convicted of restraint of interstate commerce, 
was dissolved. 

In 1914 President Wilson secured the passage of two 
measures dealing with the trust problem. (1) The Clayton 
Antitrust Act prohibited certain corporate practices when they 
had the effect of lessening competition and creating monopoly 
—e.g., price discrimination, exclusive selling or leasing of 
contracts, and the purchase by one corporation of the stock of 
a competitor. The measure also tried to prevent interlocking 
directorates. (2) The Federal Trade Commission Act estab¬ 
lished a commission empowered to investigate corporate prac¬ 
tices in interstate commerce and to issue “cease and desist 
orders to corporations believed to be engaged in unfair 
practices. 

With the outbreak of World War I the antitrust crusade lost 
its appeal. In the cases against the United Shoe Machinery 
Company (1908) and the United States Steel Corporation 
(1920), the United States Supreme Court declared that mere 
size is not a violation of the antitrust laws. These companies 
remained intact, in the 1920’s. with a return to laissez-faire, 
the antitrust crusade was virtually abandoned by the 
government. 


REVIEW QUESTIONS 

1. What factors were mainly responsible for the formation of large 

industrial combinations? ... 

2 . How did the various devices for establishing large-scale combinations 

operate? 

3. What is meant by iinance capilalismf ^ 

4. Summarize the findings of the Pujo Committee and those of the 

Temporary National Economic Committee. 

5. What are the main tenets of the philosophy of industrial progress. 

Who were some of its leading proponents? 

6. Why did a demand for public regulation of industry arise? What 
outstanding writers criticised industrial and finance capitalism? 

7. What were the provisions of the Sherman Antitrust Act? Why was 
the act ineflfective for some time after its passage. 

8. Describe the results of the antitrust movement of the early twentieth 
century. What were the important amendments to the Sherman Act. 
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THE LABOR MOVEMENT, 1860-1914 

One result of the Industrial Revolution in the United States 
was the rise of organized labor. Pre-Civil War beginnings of 
unionism were meagre, but with the rapid growth of industry 
during and after the war, labor felt the necessity of organizing 
to secure better conditions. The labor movement was retarded 
by an unfriendly public opinion and the hostility of industry 
and the government. Toward the middle of the twentieth cen¬ 
tury, however, labor attained a position of great influence in 
the economy. 

FACTORS INFLUENCING THE LABOR MOVEMENT 

Four principal factors were favorable to the organization of 
labor unions. (1) The development of huge impersonal busi¬ 
ness units seemed to many workers to place them at the mercy 
of employers. (2) Labor generally felt that it had not received 
a fair share of the benefits of industrialism, and that it de¬ 
served higher wages and better working conditions. (3) Skilled 
workers were encouraged to organize in order to prevent loss 
of employment because of mechanization. (4) The concen¬ 
tration of labor in urban centers aided organization. 

Several factors tended to impede the progress of labor or¬ 
ganization. (1) The growing size and influence of business 
units restricted labor s bargaining power. Managers of in¬ 
dustry had tremendous advantages in wealth, legal resources, 
and influence with the government in their opposition to labor 
organizations, and they used all these advantages in efforts to 
hamper the growth of unions. (2) Large-scale immigration 
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generally lowered the scale of wages. Poorly-paid immigrant 
laborers, consisting mainly of unskilled workers, were difficult 
to organize. To some extent they made it possible for native 
Americans to take better positions and lessened the shock of 
depressions. (3) American public opinion was on the whole 
unfavorable to labor. Unions were often regarded as conspira¬ 
cies against the public welfare. Americans respected successful 
industrialists, but regarded labor leaders as troublesome agita¬ 
tors. Moreover, the government and the courts seemed to feel 
that it was their patriotic duty to aid business but that to aid 
labor was a step toward socialism. 

THE KNIGHTS OF LABOR 

The greatest of the early labor unions was the Knights of 
Labor, an industrial union organized at Philadelphia in 1869 
by a group of garment cutters led by Uriah S. Stephens. At 
first it operated as a secret society because of unfriendly public 
opinion. It refused to enter politics as a labor party, and its 
leaders tried to avoid industrial warfare. In 1879, when the 
practice of secrecy was abandoned, the organization had only 
9,287 members. Its greatest growth came in the 1880’s, reach¬ 
ing a peak of 729.000 members in 1886. Thereafter, a rapid 
decline set in. however, and by 1893 the union had only 74,000 
members. The Knights of Labor lost influence rapidly due to 
a number of facts. The union leaders, especially the president, 
Terence V. Powderly, were not aggressive enough, for they 
generally compromised with employers in an effort to avoid in¬ 
dustrial strife. Finally, association with the Haymarket Riot 
of 1886 brought public disapproval of the Knights of Labor. 

THE AMERICAN FEDERATION OF LABOR 

The American Federation of Labor was established in 1^1, 
though the union did not officially adopt this name until 1886. 
Samuel Gompers, who became president in 1886, served as 
head of the union continuously (except for a single year) unti 
his death in 1924. As a federation of craft unions, the organiza¬ 
tion made no effort for many years to enroll unskilled labor. 
In view of the tendency in mass production methods to use less 
and less skilled labor, this was a serious weakness. It had a 
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membership of only 50,000 in 1884; by 1890 the total had 
reached 190,000; it rose to 550,000 in 1900, to 2 million in 1914, 
and to 5 million in 1920. 

Under Gompers’ conservative leadership the AFL carefully 
avoided radicalism and adopted a policy of political neutrality. 
It sought general support of the following union objectives: 
(1) legal incorporation of unions, (2) prohibition of child labor 
under 14 years, (3) compulsory education for children, (4) 
uniform apprenticeship laws, (5) an eight-hour work day, 
(6) the maintenance of the protective tariff, and (7) exemption 
of unions from the Sherman Antitrust Act. 

EARLY INDUSTRIAL WARFARE 

Periodically in the 1880’s and I890’s a number of major 
strikes occurred—especially in the steel industry and on the 
railroads. During the first decade of this century the coal mines 
became the center of industrial strife. 

May Day Strikes, 1886. Hard times beginning in 1884 re¬ 
sulted in labor unrest. The Knights of Labor sponsored many 
strikes early in 1886, seeking the adoption of the eight-hour 
work day. In May, 1886, an explosion during a strikers' meet¬ 
ing in Haymarket Square, Chicago, killed a policeman, fatally 
wounded 7 other persons, and injured 50 more. Since anarchists 
were generally held responsible for this violence, the Knights of 
Labor, which was associated in the public mind with radical¬ 
ism. lost a great deal of its prestige. 

Homestead Strike, 1892. A strike broke out in the Carnegie 
steel plant at Homestead, Pennsylvania, after failure to agree 
on a new wage scale. The company hired detectives to guard 
the plant; subsequent violence resulted in ten deaths. When 
the detectives surrendered to the strikers, the Pennsylvania 
National Guard was called out to keep order. An attack on 
Henry C. Frick, head of the company, by an anarchist alienated 
all sections of public opinion and the strike failed. Fewer than 
one-fifth of the employees were restored to their jobs, and the 
striking union, the Amalgamated Association of Iron and Steel 
Workers, went out of existence. 

Pullman Strike, 1894. A reduction in wages by the Pullman 
Parlor Car Company, of Illinois, provoked a strike which the 
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American Railway Union offered to submit to mediation, but 
to no avail; the union then boycotted Pullman cars. A general 
railroad strike was called when managers of the railroads re¬ 
fused to detach Pullman cars, and a good deal of railroad 
property in Chicago was destroyed. The federal government 
intervened on the ground that passage of the mails was being 
impeded; an injunction under the Sherman Antitrust Act was 
issued against the American Railway Union, ordering the 
union to cease obstructing the mails and damaging railway 
property. Against the wishes of the governor of Illinois (John 
P. Altgeld), federal troops were sent to Chicago and the strike 
was broken. Eugene V. Debs, president of the American Rail¬ 
way L^nion, and other union leaders were cited for contempt of 
court for not obeying the injunction; Debs was sentenced to 
six months in prison. 

Coal Strikes. In 1900 a general strike was called by the 
United Mine Workers, but a truce was patched up by Republi¬ 
can leaders who feared the effects upon their party in the 
national election of that year. Another strike broke out in 
1902 as the United Mine Workers demanded union recognition, 
a nine-hour day, and a 20-per-cent wage increase. Both man¬ 
agement and the miners were obdurate and work was not re¬ 
sumed until after President Theodore Roo.sevelt had threatened 
to use troops to operate the mines. Thereupon the mine op¬ 
erators asked the president to appoint a commission to mediate 
the dispute. The miners won a lO-per-cent increase in wages 
and a nine-hour day, but not union recognition. 

INDUSTRIAL UNIONISM AND THE I.W.W, 

Although the craft unions assumed and retained for many 
years their leadership of the labor movement, industrial union¬ 
ism developed in some industries. The United Mine Workers 
of America and the International Longshoreman’s Association 
were industrial unions. 

The Industrial Workers of the World, the I.W.W., or¬ 
ganized in 1906, advocated a “universal working-class move¬ 
ment’' and urged the formation of “one great industrial union. 
This radical organization believed in class conflict and resorted 
to violent means, such as general strikes, boycotts, and sabo- 
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ta^^e, to achieve victory. The I.W.VV. organized aggressively 
until W'orld War I despite growing public hostility to its 
methods. At the peak of its activity, it probably had no more 
than 75,000 members. 

THE PROGRESS OF LABOR TO WORLD WAR I 

In the period 1860 to 1914 American labor gradually made 
definite progress in the improvement of working conditions. 

Wages and Hours. Between 1865 and 1890 real wages rose 
more than 100 per cent, but from 1890 to 1914 there was only a 
slight rise: wages rose betw'een 1897 and 1914, but so did 
prices; labor’s gains were negligible. Hours of work remained 
long in many industries; only the organized industries had ac- 
cepted the eight-hour day in general practice by 1920. Impetus 
in this direction was provided by a Congressional law of 1892 
establishing an eight-hour day for government employees. 

Child Labor and Woman Labor. Organized labor fought 
persistently against the exploitation of children and women. 
Although the actual number of child workers increased in the 
period before World War T, there was a decline in the per¬ 
centage of child labor in the total labor force. Legislation in 
a number of states set minimum ages for employment, limited 
the working hours of children, and made elementary education 
compulsory. Laws of Congress to restrict child labor, however, 
were adjudged unconstitutional. The number of women em¬ 
ployed in manufacturing had reached a total of 1,500,000 by 
1914. Gradually the country adopted the principle that women 
workers, too, should have public protection. State legislation 
was designed to provide adequate wages and safe working 
conditions for women. Massachusetts enacted the first mini¬ 
mum wage law in 1912. 

Federal Labor Legislation. In 1913 a labor department of 
separate cabinet rank was established. The next year the 
Clayton Antitrust Act exempted unions from the antitrust 
laws. In 1915 came the LaFollette Seamen’s Act, which led to 
improved conditions in the merchant marine; then the Adam¬ 
son Act of 1916 established an eight-hour work day for em¬ 
ployees in interstate commerce. Laws of Congress in 1916 and 
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1918 to limit child labor, however, were declared unconstitu¬ 
tional by the United States Supreme Court. 

REVIEW QUESTIONS 

1. What forces r<tardcd the growth of the American labor movement? 

What factors facilitated its growth? 

2. Describe the organization and rapid decline of the Knights of Labor. 

3. Outline the history of the American Federation of Labor. 

4. Of what importance was the Haymarket Riot in the history of 
American labor? 

5. Why did the Homestead Strike of 1892 fail? What was its sig¬ 
nificance? 

6. What conditions provoked the Pullman Strike? Analyze the attitude 
and action of the federal government in this matter. 

7. List the main steps of progress achieved by the labor movement 

from 1860 to 1914. 
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DOMESTIC AND FOREIGN COMMERCE 

Although historical developments in general favored simul¬ 
taneous progress in both domestic and foreign commerce, it is 
necessary to consider the special factors which influenced only 
one of these areas of business activity. 

DOMESTIC COMMERCE 

The progress of domestic commerce was affected particularly 
by the development of certain trade routes, state barriers to 
trade, and swift changes in methods of marketing. 

Trade Routes. The main routes of American commerce were 
those from east to west because of transportation facilities, 
which generally followed population movements. This trend 
was modified, however, by sectional needs and by the develop¬ 
ment of economic specialization. Certain localities where goods 
were stored, wholesaled, and distributed developed as centers 
of commerce. The cities in which the government established 
the twelve Federal Reserve Banks were not only the financial 
but also the commercial centers of their regions. 

Trade Barriers. Although the federal constitution sup¬ 
posedly guaranteed the free passage of interstate commerce, 
the states, for reasons of their own, sometimes found ways of 
evading the law. Some states discovered that they needed but 
could not obtain sufficient protection against the spread of 
diseases or insect pests from neighboring states; certain states 
interfered with trade in order to prevent any evasion of their 
taxes; other states tried to protect business against competition 
from the products of neighboring states. Notwithstanding 
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these shortcomings and restrictions, however, the United States 
remained on the whole one of the few large free-trade areas 
of the world. 

Trends in Marketing. Urbanization led to increasing spe¬ 
cialization in wholesaling and retailing. In 1900. for example, 
retail selling was still largely done by the general country store 
or by the urban department store, which was really a glorified 
country store. The business of the country store (and rural 
peddling) began to decline after the introduction of rural free 
delivery, the founding of the mail-order houses (:Montgomery, 
Ward, and Company, 1872; Sears, Roebuck, and Company, 
1895), and the coming of the automobile. The automobile 
made it necessary for the mail-order houses to establish retail 
outlets in urban centers. In the cities, too. the number of chain 
stores multiplied, including especially those of the Atlantic 
and Pacihe Tea Company, F. W. Woolworth and Company, 
the United Cigar stores, and the Kresge stores—founded m 
1858, 1879, 1892, and 1897, respectively. 

FOREIGN COMMERCE 

Factors promoting expansion in foreign commerce included 
the following: (1) the settlement of new areas of the United 
States resulted in the expansion of agricultural production and 
the exploitation of mineral resources, enlarging surpluses for 
export - (2) industrialization also contributed to the production 
of a surplus of manufactures for export; (3) improved methods 
of transportation and communication facilitated the handling of 
a greater volume of trade; and (4) improved banking and 
credit facilities made the financing of foreign trade easier. 

Growth of Foreign Commerce. The value of agricultural 
exports exceeded that of manufactured exports until the early 
years of the twentieth century, but even before then abundant 
natural resources of the United States and the rapid develop¬ 
ment of mass production had provided industrial surpluses for 
export to supplement shipments of foodstuffs. Imports as well 
as exports increased after the Civil War, but the increaMng ex¬ 
ports far exceeded the increasing imports. American imports 
consisted of goods not produced domestically (e.g., coffee and 
rubber) and of luxury items. The excess of exports over im- 
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ports (in terms of money value) was partly balanced by (1) 
dividends and interest paid to foreign owners of American se¬ 
curities, (2) insurance and freight charges paid to Europeans, 
(3) money sent home by immigrants, and (4) money spent by 
American travellers abroad. 


EXPORTS AND IMPORTS. 1860-1939 


Year 

Exports of 
Merchandise 
and Specie 

Imports of 
Mercliandise 
and Specie 

Excess of 
Total Exports 

Excess of 
Total Imports 

1860 

190n 

1920 

1929 

1932 

19.19 

400.122.000 

1.499.462.000 

8.663.723.000 

5.440.98.1,000 

2.434,394.000 

3.192.314.000 

362.166.000 
929.771.000 
5.783.609.000 
4.754.950.000 
1,705.739.000 , 
5.978.W7.000 ' 

37.956.000 

569.691.000 

2.880.114.000 

686.035.000 

728.655.000 

2.785.733.000 


The American Merchant Marine. In 1860 about 66 per cent 
of the total ocean-borne commerce of the United States was 
handled by American ships; this figure had dropped to 10 per 
cent by 1914. Gross tonnage in foreign trade fell from 2.5 mil¬ 
lion tons in 1860 to slightly more than 1 million tons in 1914. 
During this same period there was an increase of nearly 250 
per cent in the tonnage of domestic coastwise, lake, and river 
commerce. The American shipbuilding industry found it diffi¬ 
cult to compete with foreign builders who had developed vari¬ 
ous technical inprovements and who also benefited from low 
costs, .'\mcrican investors generally preferred to invest their 
capital in coastwise shipping or in foreign vessels instead of 
the national merchant marine. The urgent requirements of 
World War I, which greatly increased American tonnage in 
foreign commerce (from 1 million tons in 1914 to 11 million 
tons in 1921) greatly stimulated the domestic shipbuilding 
industry. American vessels, which had transported only 9 per 
cent of American imports and exports in 1913, handled 43 per 
cent of this foreign trade in 1920. 

Federal Policy Concerning Foreign Commerce. Although 
the federal government generally adhered to a laissez-faire 
policy, it provided a variety of types of aid for importers and 
exporters, particularly after 1913, when it established a sep¬ 
arate Department of Commerce with cabinet rank. The gov¬ 
ernment built and improved harbors—a project managed by 
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the Corps of Engineers of the United States Army and pro 
moted safety in navigation—a task entrusted to several 
agencies, such as the Bureau of Lighthouses, the Coast and 
Gwdetic Survey, the Bureau of Marine Inspection and Navi¬ 
gation, and the Weather Bureau. Since early in our history the 
federal government has been active in granting preferential 
treatment to American vessels and in securing advantageous 
conditions for American commerce abroad. In 1912 the Bureau 
of Foreign and Domestic Commerce in the Department o 
Commerce was created to collect and make available essential 
information concerning foreign as well as domestic commerce. 

Commodities in Foreign Trade. Examination of American 
exports since 1851 reveals a sharp drop m crude materials and 
foodstuffs and a great increase in manufactured commodities. 

PERCENTAGE DISTRIBUTION OF UNITED STATES 

EXPORTS BY ECONOMIC CLASSES, 185M94Q 


Finished 

Manu¬ 

factures 


Yearly 

Average 

Crude 

Materials 

Crude 

Food¬ 

stuffs 

Manu¬ 

factured 

Food¬ 

stuffs 

Semi- 

manu¬ 

factures 

1851-60 

1891-95 

1911-15 

1916-20 

1921-25 

1931-35 

1936-40 

61.67 

33.67 
30.74 
18.22 
27.54 
30.23 
19.05 

6.61 

17.21 

8.83 

9.16 

9.74 

3.85 

3.77 

15.39 

27.22 

14.32 

17.66 

13.93 

8.83 

5..^2 

4.01 

6.32 

15.41 

15.39 

12.45 

14.51 

19.29 

Source: Abstract of the 

United Stales. P 


12.32 

15.57 
30.70 
39..S8 

36.33 

42.57 
52.36 


After the Civil War the import.ation of raw 
creased tremeirdously. as did that of 

and semi-manufactures, though less 'X of 

tion of finished manufactured goods ec me 

50 per cent of total American imports m the 1850 s to 20 per 

cent in the 1930’s. . j t« irao thp 

Geographic Distribution of Foreign Trade n im the 

major part of the foreign trade of the Umted Sta os (61.2 per 

cent of the imports and 74.8 per cent of the exports) ^s w.th 

European nations. Nevertheless, as shown f 

ing table, for the period 1860-1940 trade w.th As.a mcreased 

more rapidly than trade with any other * 

American imports from Asia exceeded those from Europe. 
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PERCENTAGE DISTRIBUTION OF UNITED STATES IMPORTS 

BY ECONOMIC CLASSES. 1851-1940 


Yearly 

Average 

Crude 

Materials 

1 

Crude 

Food¬ 

stuffs 

Manu¬ 

factured 

Food¬ 

stuffs 

Semi- 

manu¬ 

factures 

Finished 

Manu¬ 

factures 

1851-60 

9.63 

11.70 

15.43 

12.50 

50.74 

1896-1900 

29.47 

15.08 

15.93 

13.35 

26.17 

1911-15 

34.91 

12.80 

12.56 

17.37 

22.36 

1915-20 

40.13 

12.15 

16.21 

17.10 

14.40 

1926-30 

36.80 

12.56 

9.88 

18.89 

21.88 

1936-40 

36.39 

14.26 

15.42 

22.81 

20.39 


Source: Slalisticat Abstract of the Unilcd States, 1941, p. 533. 


DISTRIBUTION OF UNITED STATES FOREIGN COMMERCE, 

1860-1940 


(percentage of total exports and imports) 


Yearly 

Average 

Northern 

North 

America 

Southern 

North 

America 

South 

America 

Europe 

Asia 

Imp. 

1 

Imp. 

Exp. 

Imp. 

1 

Imp. 

Exp. 

Imp. 

Exp. 

I860 

6.7 


12.5 

8.8 


■a 

61.3 

74.8 

8.3 

2.4 

1896-1900 

5.0 

6.9 

10.3 

5.6 

13.2 

3.1 

.52.6 

76.7 

14.6 1 

1 

3.9 

1911-1915 

7.7 

14.2 

14.5 


12.8 

5.2 

46.6 

64.0 

15.8 ! 

5.6 

191.5-1920 

12.7 

12.0 

17.5 


17.6 

5.5 

20.3 

63.2 


8.6 

1936-1940 

14.9 

16.2 

10.0 

9.0 1 

13.6 

1 9.8 

25.3 

41.4 

1 31.6 1 

16.6 


Source: Statistical Abstract of the United States, 1941, p. 542. 


TARIFF HISTORY. 1860-1914 

The Morrill Tariff of 1861 initiated the system of high pro¬ 
tective tariffs in the United States. Earlier tariffs had been 
kept at a low level; in fact, just before the Civil War the 
tendency had been to reduce tariff schedules. Duties on im¬ 
ports were raised during the war in order to meet the fiscal 
needs of the government. Periodic increases followed, and 
there were no significant reductions until 1913. 

The Tariff Prior to 1890. Tariff legislation in 1864 raised 
duties to an average of 47 per cent ad valorem. The govern¬ 
ment acceded to virtually all requests for protection. In 1872 
the rates were reduced 10 per cent, but they were raised again 
during the panic of 1873. In the 1880’s both the Republican 
President Chester A. Arthur and the Democratic President 
Grover Cleveland unsuccessfully advocated the lowering of 
the tariff. 
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The McKinley Tariff, 1890. The tariff was the main issue of 
the election of 1888, and victory for the Republican candidate, 
Benjamin Harrison, led to passage of the McKinley Tariff of 
1890. This measure increased the duties an average rate of 
49.5 per cent, imposing very high duties on many textiles, iron, 
steel, glass, and tin plate. Tariff's were also placed on some 
farm products. Although sugar was put on the free list, do¬ 
mestic sugar producers were granted a bounty of two cents 
a pound. 

Wilson-Gorman Tariff. 1894. The Wilson-Gorman Tariff', 
which became law without President Cleveland s signature, 
reduced the average rate to 39.9 per cent and placed wool, 
copper, and lumber on the free list. This act also levied an 
income tax (to make up for the revenue lost through the tariff 
reduction), which was declared unconstitutional. 

Dingley Tariff, 1897. Although there was no demand for 
tariff revision during his administration, the protectionist 
President William McKinley called a special session of Con¬ 
gress which passed the Dingley Tariff. The rates fixed in this 
law were higher than those set in the McKinley Tariff of 1890, 
average rates were raised to 57 per cent, and high tariffs were 
imposed on raw and manufactured wool, and duties on hides 

were restored. 

Payne-Aldrich Tariff, 1908. President William Howard Taft, 
interpreting a Republican campaign pledge as a promise to 
reduce the tariff, urged Congress to enact legislation to this 
end. Accordingly, the House of Representatives passed the 
Payne Bill, which was drastically amended in the Senate (in 
response to pressure from vested interests) so that the final 
measure, the Payne-Aldrich Tariff, retained far-reaching pro- 
tection for domestic industries. The intense struggle over this 
legislation contributed to the defeat of the Republicans in the 
Congressional election of 1910 and to the victory of Woodrow 

Wilson in the presidential election of 1912. 

Underwood Tariff, 1913. President Wilson's administration 
obtained passage of the Underwood-Simmons Tariff, which 
brought the first substantial reduction in tariff rates since 1860. 
This bill reduced the average of existing duties from 36.86 to 
26.67 per cent, and many important commodities, including 
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wool, lumber, coal, iron ore, pig iron, steel ingots, wire, rails, 
boots, shoes, wheat, flour, cattle, meat, eggs, milk, and cream 
were added to the free list. The duty on sugar was reduced, 
and its elimination was scheduled for May 1, 1916. World War 
I rendered the Underwood Tariff inoperative, however; Ameri¬ 
can goods caused inflation, and war conditions prevented 
European producers from competing in the American market. 
After the war the Republican administrations restored a high 
protective tariff. 

The Search for a Scientific Tariff. During most of the past 
century, tariff laws reflected the points of view of pressure 
groups and sectional interests. Reformers advocated that the 
tariff be "taken out of politics,” and that a commission be ap¬ 
pointed to aid Congress in preparing “scientific” tariffs. A 
“scientific” tariff is one that equalizes the cost of production 
at home and abroad. A Tariff Board, operating from 1909 to 
1912, investigated tariff problems. In 1916 the United States 
Tariff Commission was established as a bi-partisan agency to 
study and recommend desirable modifications in tariff sched¬ 
ules. A high tariff was advocated by some as essential to the 
development of domestic industries, and by others as necessary 
for the protection of labor against competition by cheap 
foreign-made products, but critics charged that such a tariff 
merely benefited certain producers at the expense of the nation 
as a whole. 


REVIEW QUESTIONS 

1. Why was it necessary to outlaw barriers to interstate commerce? 

2. Summarize the significant recent trends in domestic marketing. 

3. What factors promoted the growth of foreign commerce? 

4. Describe the growth of American exports during the period 1860- 
1939. What factors helped to offset the excess of American exports 
over imports? 

5. Why did the American merchant marine decline after the Civil War? 

6. In what ways did the federal government encourage commerce? 

7. Analyze the geographic distribution of foreign trade in the years 
1860-1914. 

8. List the main events in the tariff history of the United States during 
the period 1860-1914. 
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FINANCIAL HISTORY, 1865-1914 

The lessened need for revenue after the war permitted early 
discontinuance of excises, of the inheritance tax, and of the in¬ 
come tax, but only minor reductions in customs duties, the 
chief source of revenue, were effected. 

PUBLIC FINANCE AND FISCAL POLICY 

Treasury Surpluses. In the 1880 s Treasury surpluses 
averaged over 100 million dollars annually. The government 
eliminated some excise taxes and proposed to reduce the tariff, 
but a strong demand for protection prevented a downward 
revision. The Treasury surpluses became an important po¬ 
litical issue in the late I880‘s. with both major parties promis¬ 
ing reductions in government revenue. The Republicans, 
victorious in the election of 1888, revised the tariff in 1890 to 
provide increased protection for many domestic producers and 
to reduce government income. This measure, coupled with a 
general contraction in world trade, did reduce government in 
come. At the same time federal expenditures for internal im¬ 
provements, pensions, and naval construction increased. The 
panic of 1893 and the ensuing depression resulted m the first 
Treasury deficit since the Civil War and necessitated govern¬ 
ment borrowing. 

The Increased Costs of Government. The expansion of gov¬ 
ernmental activities during the early years of this centuiy 
required heavy expenditures; the budget had to provide for 
increased costs of military defense, of numerous public works, 
of an enlarged postal service, and of more pensions. New 
government agencies were established and old ones were ex- 
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panded. Federal expenditures approximately doubled from 

the mid-]890’s to the eve of World War I. 

Sources of Revenue. Public revenue also increased in the 

early part of the twentieth century, the main sources being 
customs duties and excise levies. The tariff revision of 1909 
re-^ulted in the loss of revenue. With a decline in government 
income after 1907. there was an obvious need for new sources 
of revenue. In 1913 a constitutional amendment authorized 
Congress to levy income taxes, thus assuring the government 
of a new and unequalled source of income in later years. 

MONETARY PROBLEMS 

During the Civil War the government issued United States 
Notes or greenbacks amounting to nearly 430 million dollars. 
This was legal-tender paper money, not redeemable in gold 
and silver, which fluctuated in value and contributed to 
the inflation of the period. Wide fluctuations in the value of the 
greenbacks resulted from varying degrees of confidence in the 
government’s ability to redeem the notes and from manipula¬ 
tions by speculators. For ten years after the w'ar a controversy 
over redemption or retirement of the greenbacks raged, and not 
until 1875 did specie resumption take place. 

Constitutionality of Greenbacks. In 1870 the United States 
Supreme Court decided that the greenbacks were legal tender 
only in payment of debts incurred since the first issue of notes, 
but in 1871 the greenbacks were approved as legal tender in 
all cases. 

Retirement of Greenbacks. Inflationists urged that the 
amount of greenbacks in circulation be expanded, while con- 
tractionists advocated retirement. Some of the bills were re¬ 
tired during the years 1866 to 1868, but then retirement was 
stopped. In the election campaign of 1868 the Democrats ad¬ 
vocated adoption of the “Ohio Plan,” which provided for 
payment of both principal and interest of Civil War bonds in 
greenbacks. The Republicans won the election, however, and 
continued payment of the debt in gold. Efforts to increase the 
amount of paper notes in circulation failed. In 1875 the Specie 
Resumption Act ordered the retirement of all greenbacks in 
excess of 300 million dollars. In 1878, however, the Bland- 
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Allison bill discontinued this process of contraction, leaving 
346 million dollars of greenbacks in circulation. 

Specie Resumption. The Specie Resumption Act of 1875 also 
provided that on January 1, 1879, paper notes would be inter¬ 
changeable with gold and silver. With this assurance of specie 
resumption, the value of greenbacks rose, reaching par in 
December, 1878. 

National Bank Notes. On deposit of federal bonds with the 
federal government, national banks could issue notes to the 
value of 90 per cent of the deposited bonds. The total amount 
of notes was originally limited to 300 million dollars. National 
bank notes were legal tender for all obligations to the govern¬ 
ment except import duties, and could be used for all payments 
by the government except for payment of the principal and 
interest of the national debt. To eliminate currency confusion, 
Congress in 1865 imposed a lO-per-cent tax on state bank 
notes, thus forcing many of them out of circulation. 

Free Silver. A demand for the free coinage of silver arose in 
the 1870’s and continued for the remainder of the century. This 
demand resulted from several factors. (1) In the period after 
1860 the world’s output of gold slowly declined, and silver 
production increased greatly. (2) The value of silver, in terms 
of gold, declined. The market ratio of silver to gold, which 
had been about 15j4 to 1 for many years, rose to over 16 to 1 
in 1874. The mint ratio, established in 1837 by the federal 
government, was still about 16 to 1. (3) In 1873 the silver 
dollar was dropped from the list of coins to be minted. Since 
the mint ratio undervalued silver at that time, there was little 
objection to the demonetization of silver. In 1874, however, 
when the commercial ratio of silver to gold rose above 16 to 1, 
it would have been profitable to coin silver dollars at the mint 
ratio. The act of 1873 demonetizing silver was called the 
"crime of 73,” and there was a clamor for free silver. Agita¬ 
tion was most vehement among the western farmers, who were 
adversely affected by the declining prices. 

Bland-Allison Act, 1878. Inflationists gained a partial vic¬ 
tory in 1878 when the Bland-AlHson Act was passed over 
President Rutherford B. Hayes’ veto. This bill provided for 
the monthly purchase of 2 to 4 million dollars worth of silver 
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to be coined into silver dollars. Silver certificates «^re to be 
i«ued upon deposit of the bulky silver dollars tn the Treasury. 
Durins the twelve years that the Bland-Alhson Act was m 
force, the government coined 378 million silver dd ars. 

Sherman Silver Purchase Act, 1890. For political reasons the 
Republicans agreed to passage of the Sherman Stiver 
Act. This measure required the Treasury to buy 4,500,- 
000 ounces of silver monthly and to issue in payment legal- 
tender Treasury notes. The paper money was redeemable m 
gold or silver at the discretion of the Secretary of the Treasury. 
Under this act the government purchased almost all of the 
domestic output of silver and almost double the amount re¬ 
quired bv the Bland-Allison Act. During the three years of 
operation of the Sherman Silver Act, the government bought 
nearly 156 million dollars’ worth of silver. These purchases en¬ 
dangered the gold standard, for gold was forced out of circula¬ 
tion by the operation of Gresham’s Law. During the panic of 
1893 and the subsequent depression, the Treasury was faced 
with a deficit. President Grover Cleveland called a special ses¬ 
sion of Congress which repealed the Sherman Silver Purchase 
Act in 1893. In this crisis of 1894-1896, the government main¬ 
tained the gold standard through the purchase of over 200 mil¬ 
lion dollars in gold, paid for with 4-per-cent and 5-per-cent 

bonds. 

Election of 1896. In the election of 1896 the Democrats, led 
by William Jennings Bryan, advocated the free coinage of 
silver at the ratio of 16 to 1. For some time the western farm¬ 
ers had demanded inflation of the currency to raise prices. The 
Republicans nominated W illiam McKinley and adopted a plat¬ 
form calling for maintenance of the gold standard. McKinley 
was elected primarily because the condition of the farmers had 
improved in 1896 and many voters distrusted Bryan’s financial 
policies. The agitation for free silver continued for a while, 
but it never again became so important an issue as in 1896. 

Gold Standard Act, 1900. Gold advocates secured passage of 
the Currency Act of 1900, which required the Treasury to keep 
other forms of currency on a parity with gold and established 
a gold reserve of 150 million dollars. 

Federal Reserve Notes. To obtain greater elasticity in the 
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currency, the Federal Reserve Act of 1913 included a provision 
for Federal Reserve notes. These notes were to be backed by 
at least a 40-per-cent gold reserve (gold certificates after 1933) ; 
the remainder of the backing was to be in government bonds 
and commercial paper. Federal Reserve notes were received 
mainly in payment for commercial paper as it matured. In this 
way the new currency met the needs of business more ade¬ 
quately than the bank notes of the National Bank system: 
when money was needed, the volume of Federal Reserve notes 
was expanded; when demand declined, the volume of notes 
was reduced. 

THE NATIONAL BANKING SYSTEM 

The National Bank Act of 1864 established the National 
Bank system to counteract the effects of chaotic local bank¬ 
ing systems, to provide a national paper currency, and to help 
finance the Union war effort. 

Organization of the Banking System, Upon investigation 
and approval by the Comptroller of the Currency, national 
banks received charters from the federal government, capitali¬ 
zation being dependent upon the size of the city in which each 
bank was located. The earliest charters were limited to a 
period of twenty years; those granted in the twentieth century 
have had no definite limits. National banks were required to 
purchase a minimum amount of United States bonds. Share¬ 
holders were liable up to an amount equal to the par value of 
their stock (double liability). Federal bonds had to be de¬ 
posited as backing for note issues, and reserves were required 

in order to protect depositors. 

Growth of National Banks. The National Bank system pro¬ 
vided the country with a nation-wide banking and banknote 
structure, and again brought the government and banks into 
close relationship. In order to force state banks to join the sys¬ 
tem, Congress, as already mentioned, in 1865 imposed a 10- 
per-cent tax on state bank notes. Most of the state banks 
joined the system. The number of state banks dropped from 
1.562 in 1860 to 247 in 1868. In the 1870’s, when it was found 

that banks could operate profitably without issuing notes, the 
number of state banks began to increase, and by 1895 they 
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of note issues increased from 171 million dollars in 1865 to 715 
•If iQt^ Tn the same period the capital resources o£ 

national'banks rose from 380 million dollars to 11.037 million. 

Defects of the System. The national banking system was 
suSect to two major shortcomings. (1) The dependence upon 
government bonds for note issuance -used credit stringency. 
Mthough amendments to the original act liberalized the 
quireniLts for issuance of notes, the arrangement remained 
inaileciuate. (2) Rural areas were not well served by t 
system, lor the minimum capitalization requirement of $00,^ 
for places under 6.000 population was too high. Consequently 
bankers preferred to serve industrial centers and to neglect 

agricultural regions. 


MOVEMENT FOR BANKING REFORM 

The panic of 1907 revealed clearly the inadequacies of the 
National Bank system. Insufficient currency and inelastic 
credit facilities intensified the emergency. In 1908 Congress 
passed the AldrichATeeland Act. providing for the issuance of 
bank notes backed by commercial paper and the securities 0 
«tate and local governments. The act also set up the National 
Monetary Commission which was to investigate banking con¬ 
ditions and report to Congress. The Commission report in 
1912 recommended the "Aldrich Plan" for the reform of the 
nation’s banking system. The proposal did not receive the ap¬ 
proval of either the Republicans or the Democrats and was 
never formally considered by Congress. 


THE FEDERAL RESERVE SYSTEM 

President Woodrow Wilson urged Congress to institute 
drastic banking reforms, and Congress passed the Federal Re¬ 
serve Act in 1913. 

Federal Reserve Districts. The nation was divided into 12 
economic districts and a Federal Reserve bank was established 
in the chief financial center of each district. Federal Reserve 
banks were organized in Boston, New York, Philadelphia, 
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Cleveland. Richmond. Atlanta. Chicago. St. Louis, Minne^ 
apolis, Kansas City, Dallas, and San Francisco. National banks 
were required (and other banks were encouraged) to join the 
Federal Reserve system by subscribing 6 per cent of their 
capital stock and surplus to the district Federal Reserve bank. 

Control of the System. A Federal Reserve Board, consisting 
of eight members (the Secretary of the Treasury, the Comptrol¬ 
ler of Currency, and six members appointed by the President), 
was established to govern the system. A Federal Advisory 
Council, consisting of representatives of the twelve Federal 
Reserve banks, was provided to help formulate and carry out 
policies. Each Federal Reserve bank had a board of nine di¬ 
rectors, six of them selected by member banks and the three 
others appointed by the Federal Reserve Board. 

Banking Functions. The Federal Reserve banks have served 
as fiscal agents of the government and as bankers’ banks. 
Among their functions have been (1) rediscounting member 
banks’ commercial paper, (2) buying and selling bills of ex¬ 
change, and (3) making loans backed by government securities 
to member banks. 


REVIEW QUESTIONS 

1- Why were the greenbacks an unstable element in American currency? 
To what extent were they retired? How was their value finally 
stabilized? 

2. Why was there a demand for free silver? State the provisions and 
effects of the Bland-Allison Act and the Sherman Silver Purchase 
Act. 

3. Why did the demand for free silver die out? What is the importance 
of the Gold Standard Act of 1900? 

4. In what ways did Federal Reserve notes meet the needs of the busi¬ 
ness world? 

5. How was the National Banking system organized? What were its 
outstanding defects? 

6. Indicate how the Federal Reserve system was organized and 
governed. What have been the most important banking functions of 
the system? 
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THE PERFORMANCE OF THE AMERICAN 

ECONOMY, 1865-1914 

The American economy after 1865 was characterized by the 
dominant influence of manufacturing, the declining influence of 
the agricultural South, and the development of a nearly self- 
sufficient economic system. Despite violent economic fluctua¬ 
tions, the standard of living was raised. 

ECONOMIC FLUCTUATIONS, 1865-1914 

During and after the Civil War the northern states enjoyed 
unprecedented prosperity. The period was characterized by 
an inflated currency, widespread speculation, and agricultural 
and industrial expansion. Railroad mileage rose from 35,085 
miles in 1865 to 70,651 miles in 1873; construction of railroads in 
the West was far in excess of the needs of the population. War¬ 
time demands and improved transportation aided the growth 
of manufacturing; the provisions of the Homestead Act, the 
development of a foreign market, and the improvement of 
transportation facilities stimulated agriculture. 

The Panic of 1873. Economic activity in general was not 
too greatly disrupted by the readjustments after the war. 
Prices dropped sharply in 1865 and continued to fall, but less 
rapidly, until 1871. Prices were still about 35 per cent above 
the prewar level. The country as a whole enjoyed prosperity 
for nearly a decade after the Civil War. Then the failure of 
Jay Cooke and Company, a huge banking firm with heavy in¬ 
vestments in the Northern Pacific Railroad, precipitated the 
panic of 1873. Many banks failed, and in September, 1873, 
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panic struck the stock market, causing; sharp deflation. A de¬ 
pression, lasting 5 5 "ears, followed the panic as prices fell, 
wages declined, unemployment rose, and agrarian unrest and 
labor agitation developed. In 18/8 recovery began for virtually 
all economic groups excepting the western farmers. 

Period of Recovery and Expansion. Late in 1878 and in 1879 
the bumper American harvests, at a time of crop failures in 
Europe, produced agricultural prosperity and encouraged ex¬ 
pansion. The increase in food exports brought added imports 
of gold and encouraged specie resumption. By 1880 the nation 
had entered another period of prosperity. Despite a brief 
financial crisis in 1884 (attributed to speculative railroad fi¬ 
nancing and related business failures) the onward march of 
business continued, both in agriculture and in manufacturing. 

The Panic of 1893. In the 1890's the nation suffered another 
financial crisis, brought on by monetary uncertainty and ex¬ 
cessive speculation in railroads. The panic of 1893 was par¬ 
tially a result of the election of 1892, for many businessmen 
feared that the victorious Democrats would lower the tariff 
and abandon the gold standard. The Sherman Silver Purchase 
policy drove gold out of circulation simultaneously with a 
crisis in England which caused a flow of gold from the United 
States. Furthermore, the e.xtravagant policies of the Repub¬ 
lican administration of Benjamin Harrison had greatly reduced 
the Treasury surplus. In 1893 Cleveland secured the repeal of 
the Sherman Silver Purchase Act and began the purchase of 
gold which saved the gold standard. The election of 1896 
settled the issue of free silver, as improved conditions for agri¬ 
culture and business resulted in triumph for the conservative 
financial interests of the East. 

The Panic of 1907. From 1896 to 1914 the price level in the 
United States rose about 40 per cent, and agricultural pros¬ 
perity virtually ended the demand for inflation. There was a 
>nild financial crisis in 1903 which resulted from speculation 
in the securities market. Business activity, except in the steel 
industry, was not seriously upset. A number of adverse in¬ 
fluences had been developing, however, during the long period 

prosperity. These influences stemmed from an extremely 
rapid growth of industry which was accompanied by world- 
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wide speculation in new securities and overextended bank 
credits. These influences culminated in another financial cnsis 
in 1907. In efforts to meet the crisis the government deposited 
35 million dollars with national banks for loan to trust com¬ 
panies, and the bankers organized a money pool to bolster the 
stock market. Although the panic ended early in 1908, un¬ 
certainty in the financial market continued until the outbreak 
of World War I. For the nation as a whole, however, the 
effects of the panic of 1907 were not widespread or permanent. 

ECONOMIC TRENDS 

The increased relative importance of industry in the Ameri¬ 
can economy can be seen in the larger proportion of the total 
national income derived from manufacturing. The proportion 
for manufacturing rose from 12.1 per cent in 1859 to 30.3 per 
cent in 1937, whereas that for agriculture in the same period 
fell from 30.8 per cent to 12.3 per cent. 

Economic Concentration. The phenomenal expansion of 
industry after the Civil War was accompanied by a growing 
concentration in the control of business activity. In many lines 
of enterprise, individual companies were enlarged or combina¬ 
tions were organized to dominate their field. Increasingly the 
public became concerned with the problem of trusts and mo¬ 
nopoly. as state and federal governments initiated attempts to 

regulate "big business.” 

The Standard of Living. During the period 1865 to 1914, 
economic progress was reflected in the fact that per capita real 
income rose appreciably while the length of the work day was 
reduced. Per capita real income rose from $233 in 1869 to a 
prewar high of $557 in 1913 and again to a wartime peak of 
$599 in 1918. The average working week in 1860 was probably 
about 70 hours, whereas on the eve of World War I over three- 
fourths of factory laborers worked 54 to 60 hours a week. 
These facts indicate that there had been a significant improve¬ 
ment in the standard of living. 

REVIEW QUESTIONS 

1. Describe the principal effects of the Civil War on the American 
economy 
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2 . 

3. 




What caused the panic of 1873? 
What factors promoted recovery 
and 1880's? 

Indicate how the gold standard w 
was it maintained? 

What factors indicated a rising 


and expansion in the late 1870’s 
as threatened in the 1890’s. How 
standard of living in the years 


1865-1914? 
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ECONOMIC IMPERIALISM 

Aji outstanding result of the industrial revolution was the 
appearance of a “new imperialism” after 1870. Essentially this 
term meant a struggle for control of markets, raw materials, 
and new investment opportunities. Noneconomic purposes of 
the new imperialism included the attainment of national se¬ 
curity, power, prestige, and the spreading of Christianity. 
European nations, where industrialism developed first, led in 
the movement. Until the 1890’s the United States, preoccupied 
with national development and having no surplus capital for 
investment abroad, was little interested in foreign affairs. Near 
the end of the nineteenth century, however, conditions 
changed, and the United States began to engage in imperialist 
activity. 


EARLY AMERICAN IMPERIALISM 

The early stages of American imperialism developed in the 
Pacific and Caribbean regions. 

Pacific Interests. The United States became a Pacific power 
in the mid-nineteenth century with the annexation of Cali¬ 
fornia and the purchase of .Alaska. American interest in the 
Far East had already developed from trading ventures in the 
Pacific. American merchants sold Hawaiian sandalwood in 
China. American whalers used Hawaiian ports. A reciprocity 
treaty with Hawaii in 1875 admitted sugar from the islands 
duty free, and by 1890 the export of sugar had risen from 18 
million to 260 million pounds. In 1890 American investments 
in Hawaiian sugar corporations totalled 18 million dollars; in 
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Hawaiian railroad and shipping companies, 2 million dollars 
The McKinley Tariff of 1890 placed sugar on the free list and 
<Tave a bounty of 2 cents a pound to American producers. 
Subsequently, competition from Cuban sugar in the United 
States market produced a depression among Hawaiian sugar 
interests. In 1893 unrest in Hawaii resulted in the overthrow 
of the native monarchy and the establishment of a provisional 
government which sought the annexation of the islands by the 
United States. Since President Cleveland suspected that the 
revolution had been instigated by Americans, annexation was 

delayed until 1898. 

Caribbean Interests. The United States has always been m- 
terested in Cuba. The southern states were eager to extend 
slavery to that country; many Americans, too, as a pgcaut.on- 
ary defense measure, wanted the nation to acquire Cuba. By 
1898 American investments in sugar and mining in Cuba ha 
reached a total of 50 million dollars and the average annual 
trade of the United States with the island exceeded 'O') million 
dollars. When a Cuban revolt against Spanish rule broke out 
in 1895, barbarous activities ensued and there was considerable 
destruction of property. Agitation deve oped in favor of in¬ 
tervention by the United States both for the protection of 

American interests and for humanitarian 

businessmen, excepting those concerned wjth Cuban suga 
generally opposed war with Spain because they f^-ed th t t 
would retard recovery from the panic o 1891 Neve theks 
the United States went to war m April, 1898, to gam 

.,»W ,v., of 1902, 

an American protectorate, me r 

incorporated in the constitution of Cuba, P^-^^ 

United States could intervene for the P-;-™*';" 

independence and the "’=''"‘®"®"Tu°erto'Rko Guam, and the 
nexed outright after the war we p^nippines involved a 

Philippine Islands. Annexa . ^ anti-imperial- 

major decision in foreign P®'^^ . ^ American tradition 

ists debated whether it was “n t t^^ 

to subjugate an alien people in a 
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tion would bring competition for American interests and an 
influx of cheap labor; whether the Philippines would facilitate 
the growth of American commerce in the Far East; and 
whether the United States could forego the opportunity to as¬ 
sume “the white man’s burden" and bring civilization to this 
backward region. Altruistic motives combined with consider¬ 
ations of trade and empire led to the annexation of the 
Philippine Islands in 1898. 

UNITED STATES AND THE FAR EAST 

In the early years of the twentieth century, when the parti¬ 
tion of China was threatened by imperialist powers, the United 
States with the support of Great Britain endeavored to keep 
China open to world commerce. Secretary of State John Hay 
sent notes to Far Eastern powers in September, 1899, pro¬ 
posing the open door policy. 

Principles of the Open Door Policy. The open door policy 
consisted of three main principles. (1) No power should inter¬ 
fere with any treaty port or vested interest within its sphere of 
influence in China. (2) The Chinese tariff should apply within 
the foreign powers’ spheres of influence, and duties should be 
collected by the Chinese government. (3) No power should 
discriminate against foreigners in determining harbor and rail¬ 
road charges in its sphere of influence. The United States fur¬ 
ther declared in July, 1900, that its policy was to “preserv^e 
Chinese territory and administrative entity’* and to “safeguard 
for the world the principle of equal and impartial trade with all 
parts of the Chinese Empire." Although Hay received evasive 
answers from the interested powers, he announced that the 
open door policy was “final and definitive.” 

The Open Door Policy in Action. The open door policy was 
threatened by the Russo-Japanese War (1904-1905) and again 
during World War I. The principle was reaffirmed in the 
Washington Conference (1921-1922), but with Japan’s invasion 
of Manchuria in 1931 it collapsed. Economic hopes based on 
the policy were not realized. American exports to China rose 
from 16.7 million dollars in 1900 to 138.4 million in 1920, but 
fell to 55 million in 1936. These figures represented only a 
small part of our total trade. The United States tried to en- 
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courage the economic penetration of China in the early years of 
this century, demanding that American bankers be allowed to 
join on equal terms in all foreign loans floated in China and 
that the railroads of Manchuria be neutralized. In 1910 an 
international banking group (including Americans) was or¬ 
ganized to promote Chinese loans on this basis, but President 
Wilson withdrew American support of the proposed arrange¬ 
ment. By 1930 American investments in China amounted to 


only 240 million dollars. 

The Philippine Islands. The American administration of the 
Philippines was efficient, liberal, and dedicated generally to 
the improvement of the islands. In fact, the Philippines were 
more of a burden than an asset to the United States, for heavy 
expenditures were necessary; the trade that developed was not 
wholly beneficial to America; and the islands failed to attract 
much investment capital. An act of 1902 provided for a 2>per- 
cent reduction of the American tariflt on Philippine goods. In 
1909 Philippine exports were admitted free (except for quotas 
on sugar and tobacco), and in 1913 completely free trade was 
established. During the years 1901-1939, American exports 
rose from 4 million to 83.4 million dollars, and imports from 
10 million to 92 million dollars. On the other hand, certain 
American interests (producers of sugar, tobacco, and coconut 

products) objected to the competition of Philippine goods 
Furtherlre, American investments in the "" 

increase as much as had been expected-m 1935 the total u a 
only about 250 million dollars. In 1930 s agitation fo 
Philippine independence resulted in the Tydings-McDuffie Act 
of 1934, which provided for self-government to begin after a 

ten-year interval. 


penetration of LATIN AMERICA 

• e 1 America bv the United States was 
The penetration of La^n Am y 

motivated by reasons of national secu y 

to expand commerce and investments. American 

Cuba. To safeguard law and -d to p^rotect A 

investments '"^protectorate Amendment was 

roSd'S/h'Le"r. in accordance with the good neigh- 
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bor policy of mutual respect and equality. By 1930 American 
investments in Cuba had grown to large proportions—amount- 
ino- to 1.5 billion dollars, with 600 million dollars invested in 

sugar. 

Puerto Rico. The American administration of Puerto Rico 
improved living conditions somewhat as transportation facili¬ 
ties were developed and public works were initiated. Ne\er- 
theless. economic conditions remained highly unsatisfactory, 
mainly because of overpopulation, absentee ownership of the 
American companies in the territory and the landless status of 
the natives. Free trade between Puerto Rico and the United 
States was established in 1902. The sugar industry expanded 
considerably in the twentieth century, but foreign interests 
fchicfly American) continued to control at least 60 per cent of 

the economic life of the island. 

Panama. The strategic value to the United States of an 
Isthmian canal had long been known, but not until the late 
nineteenth century did that project receive serious considera¬ 
tion. The Hay-Pauncefote Treaty with Great Britain (1901) 
allowed the United States to build, operate, and defend the 
canal singlehanded. Negotiations were carried on for the pur¬ 
chase of the holdings of the New Panama Canal Company, 
which had begun construction of a canal. It was necessary to 
obtain a lease from Colombia, the sovereign power on the 
Isthmus of Panama. In 1903 after American efforts in this 
direction met with delays, the New Panama Canal Company, 
with the knowledge and consent of President Theodore Roose¬ 
velt, instigated a revolution which resulted in formation of a 
new government. The Republic of Panama was quickly recog¬ 
nized by the United States and the Hay-Bunau-Varilla Treaty 
was drawn whereby the United States guaranteed the inde¬ 
pendence of Panama and agreed to pay the new republic 10 
million dollars immediately and annual sums of $250,000 after 
a nine-year interval. Construction of the canal was begun in 
1906 and the work was completed in 1914. 

The Roosevelt Corollary. The chronic unrest and excessive 
indebtedness of Latin American nations led Theodore Roose¬ 
velt to formulate a new principle of foreign policy. This prin¬ 
ciple, known as the Roosevelt Corollary of the Monroe 
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Doctrine, declared the intention of the United States to inter¬ 
vene in Latin America whenever necessary to prevent chronic 
tvronp-doing and to exercise an international police force in 
this hemisphere. 

Santo Domingo. When Santo Domingo became bankrupt in 
1904, the United States intervened and took over the adminis¬ 
tration of the customs, applying 45 per cent of the income to 
current expenses and 55 per cent to debt retirement. In 1908 
New York bankers refunded the Santo Domingo debt of 20 
million dollars under a treaty stipulating that (\) the United 
States was to collect the customs duties until the debt had beer 
fully paid and (2) the debt was not to be increased without the 
consent of the American government. In 1914 American troops 
landed in Santo Domingo to preserve order and protect the 
interests of the United States, and American marines occupied 
the country from 1916 to 1924. At that time another conven¬ 
tion, which extended the financial arrangement and United 
States authority to intervene in Santo Domingo, was signed. 
During the period of occupation. Americans had secured con¬ 
trol of about one-third of the sugar industry of the island. 

Haiti. Occupation of Haiti by United States forces in 19U 
resulted in a financial arrangement similar to that imposed on 
Santo Domingo. American marines remained on the island 
until 1934. Control of the principal resources and trade of the 

island followed financial supervision. 

Nicaragua. The United States intervened in Nicaragua m 

1911 when American supervision of customs was established. 
During two periods (1912-1925 and 1928-1933) American troops 
occupied this country. A treaty in 1916 granted the ^ "ited 
States various concessions, including an option on a icara 
guan canal route. Nicaragua paid the United States the sum of 
3 million dollars to be used to settle the claims of American 


bankers. . 

Mexico. A period of relative stability in Mexican politics 

ended in 1913, and there followed a period of disorder and ci il 

war. Americans with investments in Mexico worth "b°ut 1.0 

billion dollars demanded protection o their interests but 

President Wilson followed a policy flgw and 

The United States intervened twice with troops (1914 and 
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1917) hut soon with<lre\v. In 1917 Mexico’s new constitution 
reserved the soil and subsoil to the Mexican people and forbade 
foreign ownership of land and water rights within certain 
limits of the border and the coast. These provisions were not 
retroactive, but American interests resented them. In 1925 a 
Mexican petroleum law and alien land act aimed at the expro¬ 
priation of foreign holdings, but .Ambassador Dwight Alorrow 
secured respect for holdings prior to 1917. In 1938 foreign oil 
concessions uere expropriated and since then we have been 
concerned with obtaining proper indemnification. 

AMERICA’S FOREIGN INVESTMENTS BEFORE 

WORLD WAR I 

During the period 1897-1914 American investments abroad 
rose from a total of 684.5 million to 3,696.8 million dollars. 


AMOUNTS OF AMERICAN INVESTMENTS ABROAD 

IN SELECTED YEARS 
(in millions of dollars) 


Type of ln\cstments 

1897 

1908 

1914 

Direct investments 

634.5 

1,638.5 

2,652.3 

Portfolio investments 

50.0 

1.069.3 

1.044.5 

Total 

684.5 

2.707.8 1 

3.696.8 


.'^oi RCE: C. Lewis. .diacriCiTj Stake iit liitcniatioual Investments, pp. 
605-6. 


The following table shows the geographic areas of American 
investments in the years 1897 and 1914. 


AMERICAN FOREIGN INVESTMENTS IN 1897 AND 1914 

BY GEOGRAPHIC AREAS 
(In millions of dollars) 


Year 

Europe 

Canada and 
Newfoundland 

Cuba and 
other 

West ladies 

Mexieo 

Central 
, America 

South 

America 

Asia 

IgM 

151.0 

189.7 

49.0 

200.2 

21.2 

37.9 


■ifil 

691.8 

867.2 

225.S 

853.5 

93.2 

365.7 

245.9 


Source: C. Lewis, America’s Stake in /nternational /ttvesiments, pp. 
605-6. 
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REVIEW QUESTIONS 

1. What is meant by the ‘‘new imperialism”? 

2. Trace the development of American interests in Hawaii. What 
effect did the McKinley Tariff have on Hawaii? 

3. What w’ere the main causes of the Spanish-American War? 

4. Why did the United States become an imperialist power in the 
1890's? What were the results of the Spanish-American War? 

5. What were the principles and purposes of the open door policy? 
How effective was this policy? 

6. Why did the United States annex the Philippine Islands? What 
improvements resulted under American rule? How valuable w'ere 
the Philippines to the United States? 

7. How extensive are American interests in Cuba? 

8. Describe the economic progress of Puerto Rico under United 
States rule. What have been the outstanding problems in Puerto 

Rico? /- 15 

9. How did the United States acquire control of the Panama Canal. 

10. What was the principle of the Roosevelt Corollary? How was it 

applied to Latin American countries? 

11. Summarize the growth of American foreign investments during 
the period 1897 to 1914, indicating the geographic distributions of 

the investments. 
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WORLD WAR I AND THE AMERICAN 

ECONOMY 

The outbreak of war in Europe in 1914 had certain immedi¬ 
ate effects upon the economy of the United States. (1) A fi¬ 
nancial crisis impended as a result of the closing of the 
London Stock Exchange and the liquidation of European in¬ 
vestments in the United States. Stock exchanges in leading 
centers suspended operations for several months. Heavy de¬ 
mands on banks for cash forced the New York banks to issue 
clearinghouse certificates and the national government to issue 
almost 68 million dollars in paper money under the Aldrich- 
Vreeland Act of 1908. (2) Trade and industry were seriously 
upset. Export markets for cotton, wheat, metals, and steel 
manufactures temporarily contracted. American industry was 
deprived of foreign ships previously available for American 
trade. Wartime conditions made commerce hazardous and 
difficult. American business prospects in 1914 and early 1915 
were very uncertain. 

AMERICAN INTERESTS IN WORLD WAR I 

The United States, the leading nonbelligerent, found it diffi¬ 
cult to maintain a neutral position in the years 1914 to 1917. 
The European belligerents, fighting for their lives, tried to 
restrict the enemy’s imports from the United States and re¬ 
peatedly violated the rights of American traders. The English 
blockaded German ports, redefined the term “contraband,” and 
seized many cargoes en route to Germany or Austria. Ger¬ 
many, intent on starving the British into submission, resorted 
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to submarine warfare and caused the loss of American lives 
and property. 

A number of factors led the United States to go to war 
against Germany in April, 1917. By that time the American 
economy was linked to the Allied cause: huge shipments of 
supplies were being sent to England and France; private loans 
to the Allies amounted to 2.5 billion dollars, those to Germany 
only 35 million dollars. Cultural tics with England and France 
created sympathy for their cause. Fundamentally, however, 
the threat to national security and to the American way of life 
was the decisive consideration that led the United States to 
enter the war on the side of the Allies. 

MOBILIZATION OF ECONOMIC RESOURCES 

In the late nineteenth and early twentieth centuries the time- 
honored American policy of laissez-faire had suffered a decline. 
Business regulation by municipal, state, and federal govern¬ 
ments was intended to eliminate abuses and to restore to citi¬ 
zens some of the opportunities of which they had been deprived. 
The trend toward increased government regulation of private 
industry was intensified during World War I as the govern¬ 
ment carefully supervised the production and distribution of 

goods. 

War Industries Board. In August, 1916, Congress authorized 
the establishment of a Council of National Defense, consisting 
of six cabinet heads. This Council, with the aid of an Advisory 
Commission of experts representing major segments of the 
economy, was intended to integrate the work of economic 
mobilization, but it proved too unwieldy and for the most part 
the task was entrusted to its subdivision, the War Industries 
Board. The board was given increased authority in early 1918, 
enabling it to determine priorities of production and distribu¬ 
tion, build new plants, adapt industries to new uses, regulate 
the production of civilian goods, and fix the prices of raw 
materials. 

Industrial Expansion. Urgent need for war supplies en¬ 
couraged the expansion of American industry. Moreover, cer¬ 
tain manufactures usually imported from Europe were no 




IVorld IVar I and the American Economy 


longer available and these no-w had to be produced m the 

United States. , . ■ i 

Metals and Minerals. The production of metals and minerals 

during the war years 1914-1917 increased as follows: iron ore. 

from 41.4 to 75.2 million long tons; bituminous coal, from 422.7 

to 551 7 million short tons; copper, from 1,150 to 1.886 million 

pounds; and petroleum, from 265.7 to 335.3 million barrels. 

Iron and Steel. War brought unprecedented prosperity to the 

iron and steel industry. The year 1914 was one of depression 

for the industry, but rapid expansion followed in the penod 

1915-1917. Exports of iron and steel products rose from 251.4 

million dollars in 1915 to 1.133 million dollars in 1917. The 

earnings of 112 companies in 1915 totalled 203 million dollars, a 

profit of 7 per cent on sales; the earnings of 131 companies in 

1917 amounted to 1,034 million dollars, a profit of 28 per cent 

on sales. , t. ■ i 

Chemicals. War brought tremendous growth to the chemical 

industries. There were only seven dye-manufacturing com^ 
panics in the country in 1914; in 1917. there were 118 com¬ 
panies. and a total production valued at 104 million dollars. 
The value of American exports of chemicals, dyes, and drugs 
increased from 21.9 million dollars in 1914 to 181 million dol¬ 
lars in 1917. Exports of explosives rose from a value of 6.7 
million dollars in 1914 to 802.7 million dollars in 1917. ^ 

Fuel Administration. A Fuel Administration was established 
in 1917 to stimulate production, supervise distribution, and re¬ 
duce waste. The public was urged to conserve fuel. There 
were heatless days as well as shutdowns for some factories, 
stores, and amusement places. A serious problem was that of 
securing adequate facilities for the transportation of fuel. 

Food Administration. The Food Production Act of 1917 
authorized measures to stimulate agricultural production. The 
Food and Fuel Control Act of the same year gave the govern¬ 
ment strict control over the production, conservation, and dis¬ 
tribution of farm products. The latter act authorized the 
government to purchase, store, and sell foodstuffs. There was 
a National Food Administration, headed by Herbert C. Hoover, 
which increased production and at the same time urged con¬ 
sumers to eat less food. Its extensive purchases enabled the 
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Food Administration to control the prices of farm products. 

Transportation During the War. In April, 1917, the Emer¬ 
gency Fleet Corporation was organized to construct merchant 
vessels. Existing shipyards were expanded and new ones were 
built. Ships with a total of nearly three million tons were built 
during the war, and .American tonnage in foreign trade in¬ 
creased from 2.1 million tons in 1916 to 11.0 million tons in 1921. 

The inability of the nation’s railroads to meet war needs 
under private management made it necessary for the govern¬ 
ment to take over the operation of the railroads in December, 
1917. The Railroad Control Act of March, 1918, provi<led that 
government-operated roads should receive annual payments 
not exceeding their average net operating incomes for the 
three years ending June 30, 1917; that a revolving fund of 500 
million dollars be established to finance the operation; and that 
the roads be returned to private owners within one year and 
nine months after ratification of the peace treaty. T nder gov¬ 
ernment management, railroad operations were co-ordinated 
so that they could provide effectively for wartime reejuirements. 

Labor During the War. A decline in immigration, the re¬ 
moval of over 4 million men from the labor force into the armed 
services, and the rapidly expanding economy of the war period 
contributed to a severe shortage of labor. Despite the employ¬ 
ment of about a million women in industry, the problem of a 
labor shortage persisted throughout the war. In this situation 
it was natural for wages to rise, though less rapidly than pi ices. 
General effects of the war were a decline in real wages and a 
relative decline in labor’s economic position. Despite a sub¬ 
stantial increase in union membership, radical elements were 
weakened or eliminated because of conservative public opinion. 
Labor was represented on the Council of National Defense in 
an effort to avoid disputes and loss of production. The War 
Labor Board, a judicial body created to arbitrate industrial 
confiicts, adjudicated about 1.500 disputes. There were 6,000 
strikes during the war, but most of them were brief and 

insignificant. 

Expansion of Foreign Trade, .^merican exports rose in value 
from 2,329.7 million dollars in 1914 to 6,227.2 million dollars in 
1917. In the same period the excess of exports over imports 
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increased from 435.8 million dollars to 3,567.8 million dollars. 
The expansion of foreign trade (in addition to mcreased 
American investments abroad and the withdrawal of European 
capital invested in this country) contributed to making the 
United States for the first time in its history a creditor nation. 


UNITED ST.AiTES FOREIGN TR.\DE, I9I4-I92I 

(in millions of dollars)_ 


Year 

Exports of 
Domestic 
Merchandise 

Excess of 
Exports Over 
Imports 

1914 

2,329.7 

§ 35.8 

1915 

2.716.2 

1.042.0 

1916 

4,272.2 

2.074.3 

1917 

6.227.2 

3,567.8 

1918 

5.838.7 

2.893.0 

1919 

7.749.8 

3.845.4 

1920 

8,080.3 

2.802.0 

1921 

4,378.9 

1.869.8 


Percentage 
of Agricul¬ 
tural 
Exports 


48 

54 

36 

32 

39 

53 

43 

48 


Percentage 
of Manu¬ 
factured 
Exports 


47 

43 

62 

66 

58 

45 
52 

46 


Source : Statistical Abstract of the United States, 1921. pp. 840, 847, 849. 


methods of financing world war I 


The total cost of World War I to the United States was 
about 35 billion dollars, including 9.4 billion dollars loaned to 
the Allies after April, 1917. The national debt rose from about 
a billion dollars before the war to over 26.5 billion dollars in 
1919. This financial obligation was met in part (about one- 
third) by taxation and in part (about tw'O-thirds) by loans. 

Taxation. During the war, increased tax rates and the im¬ 
position of new taxes brought in much more revenue than in 
prewar years. 


ANNU.AL TAX INCOME, 1914-1919 


Fiscal Year 
(ending June 30) 

1914 . 

1915 . 

1916 . 

1917 . 

1918 . 

1919 . 


Total Tax Income 
(in millions of dollars) 

. 735 

. 692 

. 779 

. 1,118 

. 4,174 

. 4.648 


The income tax, which was increased in 1916 and again in 
1917, produced about two-thirds of the total tax income. The 
Act of October 3, 1917. imposed an excess profits tax, and in- 
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creased the taxes (or imposed new taxes) on liquors, tobacco, 
luxuries, and amusements. 

Loans. By means of five bond issues the United States raised 
almost 22.5 billion dollars. The bonds, in units of at least 50 
dollars, paid interest ranging from 3)4 to 4)4 pc*" cent. Four 
of the loans (the Liberty Loatis) were floated during the war; 
a fifth (the Victory Liberty Loatt) was floated shortly after the 
Armistice. The bonds were purchased by an estimated total 
of 66,000,000 Americans. 

Inflation in the War Period. The wartime demand for com¬ 
modities resulted in shortages and steady price increases. The 
government’s liberal credit policies also contributed to inflation. 
The cost of living rose during 1918 about 75 per cent and 
during 1920 nearly 110 per cent above the 1913 level. Despite 
the inflation, the large quantities of gold which flowed into the 
country made it unnecessary to suspend specie payments. 


REVIEW QUESTIONS 

1. What effect did the outbreak of war in Europe in 1914 have on the 

American economy? . 

2. Why was it difficult for the United States to maintain neutrality. 

Why did .America finally go Jo war? 

3. Describe the work of the War Industries Board. 

4. What industries were affected most by the war? 

5. What part did the Food Administration play m our mobilization. 

The Fuel Administration? u* • 9 

6 . What effect did the war have upon American shipping. 

7. For what reasons and under what conditions did the government 

operate the nation’s railroads in the war period. 

8 . How did the war affect labor? , . , 5 

9. What tendencies in foreign trade developed during the 

10. What was done about taxation and financing the World Wa . 
What use was made of government loans? 
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THE PROSPEROUS TWENTIES 

After World War I the basic desire of the American people 
was to return to “normalcy"—meaning prewar conditions. 
Almost at once after the Armistice was signed, the government 
began to remove economic controls and to cancel war con¬ 
tracts. Military demobilization and industrial reconversion, 
though not planned systematically, were carried through 
quickly without serious dislocations. Surplus materials were 
disposed of in bargain sales at home and abroad, war contracts 
were adjusted, and 4,000.000 veterans were absorbed in civilian 
employment. The Merchant Marine Act of 1920 permitted the 
Shipping Board to sell about 40 per cent of the American mer¬ 
chant marine. In 1920 the Railroad Transportation Act re¬ 
turned the nation’s railroads to private management. 

POSTWAR ECONOMIC CONDITIONS 

Despite problems of reconversion, the United States ex¬ 
perienced prosperity until the middle of 1921. Continued gov- 
vernment spending, heavy exports, and expansion in the 
housing and automobile industries stimulated the economy. 
A sharp decline in war production was offset by substantial 
increases in civilian goods. The gross national product ol 
goods and services remained at a high level. Prices rose in 
1919 and 1920; in the two years, the index of wholesale 
prices (using 1913 as a base of 100) reached 203.4 and 227.9. 
respectively. 

Business began to decline in 1920. and in 1921 prices crashed. 
The index of wholesale prices fell to 150.6. The gross national 
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product, calculated in terms of 1914 prices, declined from 40.1 
billion dollars in 1920 to 37.6 billion dollars in 1921. It is 
estimated that in 1921 there were 4,754,000 unemployed and 
100,000 business firms were thrown into bankruptcy. 

INDUSTRIAL EXPANSION, 1923-1929 

While most of the world was still feeling the effects of the 
postwar recession, the United States enjoyed a period of pros¬ 
perity. The depression of 1921 was short-lived. Puichasing 
power was bolstered in 1921 because prices fell more rapidly 
than wages, merchants rpiickly sold their inventories, and lower 
costs of raw materials encouraged industry to produce. In die 
period 1923 to 1929 the national income rose from 71.6 billion 
to 87.2 billion dollars, the per capita real income fin terms of 
1929 prices) from 634 to 716 dollars, and industrial production 
increased 25 per cent. New scientific inventions and manage¬ 
ment in industry and the development of mass 
methods brought a high level of productivity. In the 1920 s 

20 billion dollars was added to the national wealth. 

The Automobile Industry. The automobile industo' ex¬ 
panded rapidly in the 1920's, and stimulated many other in¬ 
dustries in the process. The production of cars and trucks rose 
from 2.2 million in 1920 to 5.3 million in 1929 ; registrations of 

automobiles increased from 8.2 to 23.1 

period. In 1929 the value of the total product of the industry 
approached 3.5 billion dollars. (About 90 Per cent of the 
business was done by six companies.) In the 1920 s “b^t 
billion dollars was spent on improving the nation s l''Sh'vays. 
The Electrical Industry. The expansion of electrical 

business was a considerable factor in the P™^f" ^ ^ 

1920’s. The production of electricity rose from ' 

watt-hours in 1920 to 97 billion in 1929; 23 

the industry from about 12 billion dollars in 1920 ‘o ^b^t 23 

billion in 19.30. There was a great increase domestm g - 
ing and in the use of electrical j 

electrical power in industry increased 

after WorW War I. In the 1920's the 

in the electrical business developed; m 1929 about 76 per cent 
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of all electricity generated in the country was controlled by 12 
systems. 

The Construction Business. There was a boom in the con¬ 
struction of homes and commercial buildings. In the peak year 
of 1925 the value of the total product of the construction in¬ 
dustry exceeded 6 billion dollars. 

Industrial Combinations. The 1920’s saw a revival of the 
combination movement. From 1919 to 1928 there were 1,268 
new combinations in mining and manufacturing, resulting from 
the merger of 4,135 companies and the elimination of 5,591 
companies. By the end of the decade the growing concentra¬ 
tion of control in certain industries was apparent: two com¬ 
panies controlled 50 per cent of the nation’s steel production; 
three companies dominated the automobile industry; a single 
firm monopolized aluminum manufacturing; and four electric 
light-and-power systems controlled to a large extent the na¬ 
tion’s production of electric power. 

Governmental Policy Regarding Combinations. Industrial 
combination, stimulated by the prosperity and confidence of 
the 1920’s, was aided by a favorable governmental attitude and 
policy. The government’s sympathetic point of view was re¬ 
flected in (1) high protective tariffs, (2) aid in the expansion 
of foreign trade, (3) abandonment of trustbusting campaigns, 
(4) promotion of trade associations to eliminate waste and in¬ 
efficiency, and (5) a decision of the Supreme Court that mere 
bigness is not a violation of the antitrust laws. 

TRANSPORTATION IN THE 1920’s 

After consideration of various plans for the peacetime man¬ 
agement of the nation's railroads, Congress passed the Esch- 
Cummins Act (the Railway Transportation Act of 1920). This 
measure provided for (1) a guaranteed net return for six 
months after March 1, 1920, equal to one-half the rental paid 
during the government's operation of the roads, (2) division 
of the nation into rate districts in which rates that would give 
a “fair return upon the aggregate value of the railroad prop¬ 
erty’’ were to be prescribed, (3) a “fair return” of 5^ per cent 
for two years to railroads pending evaluation of railroad prop¬ 
erty. (4) payment by the carriers of half of the income in excess 
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of 6 per cent into a revolving fund to be made available for 
loans to needy roads, (5) consolidation of the nation’s rail¬ 
roads, under the Interstate Commerce Commission’s direction, 
into 20 to 35 systems, (6) strict regulation of railroad finances 
by the Interstate Commerce Commission, (7) establishment of 
minimum and maximum rates by the Commission, and (8) 
creation of a Railroad Labor Board to prevent strikes. 

The Esch-Cummins Act did not prove very successful, for 
the Labor Board’s decisions were not binding, the enforcement 
of the recapture clause proved difficult, and the railroads failed 
to agree on plans for consolidation. Competition from motor 
transport weakened the railroads in the 1920’s. Although in¬ 
vestments in railroads rose about 33 per cent and freight reve¬ 
nue increased slightly, passenger revenue declined about 33 
per cent and taxes rose 114 million dollars from 1920 to 1929. 

World War I aided progress in aviation, but interest in this 
field declined after the war. Not until the end of the 1920’s did 
aviation assume commercial significance. In 1920 airplanes 
carried only 8.5 million pounds of mail, 417.000 passengers, and 
468,571 pounds of express and freight shipments. 


FARM PROBLEMS IN THE 1920’s 

As already mentioned, the unusual foreign and domestic 
demand for foodstuffs during World War I encouraged agri¬ 
cultural expansion, which, in addition to scientific and tech¬ 
nological progress, resulted in greatly increased productivity. 
In 1921 a decline of 50 per cent in agricultural prices initiated 
a farm depression which outlasted the decade. 

Farm Conditions, 1920-1930. During the 
the number of farms decreased by ne^y ^^O.OOO, but he 

cultivated area increased about 31.000.W 

value of farm land fell from 66 billion dollars m 1920 to less 

than 48 billion dollars in 1930. the mortgage indebtedness o 

farmers rose more than 1.6 billion dollars and ^ 

tenant farmers increased from 38.1 per cen o . p - 

Farm Relief. Farm organizations and the farm bloc m 

Congress demanded and obtained government aid for 

agnculture. tofiff nf 1921 the Fordney-McCumber 

Tariffs. The emergency tariff ot J 
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tariff of 1922, and the Smoot-Hawley tariff of 1930 were de¬ 
signed to help protect agriculture from foreign competition. 
The tariff generally was detrimental, instead of being helpful 
to exporters, inasmuch as it restricted the export markets for 
the nation's agricultural surplus. 

Crl:dit. Several measures were adopted to provide more credit 
for farmers. The War Finance Corporation was revived in 
1921 to finance farm exports. The Agricultural Credits Act of 
1923 and the Agricultural Marketing Act of 1929 extended 
credit to farmers. 

McXary-Haugen Bills. The “farm bloc” demanded legisla¬ 
tion to help the farmers to dispose of surpluses and to raise 
the prices of farm products. The McNary-Haugen Bill, passed 
by Congress in 1927 and 1928 but twice vetoed by President 
Calvin Coolidge, provided for the purchase by the government 
of certain agricultural surpluses and the sale of these products 
abroad. .-\ny loss incurred in foreign sales was to be met by an 
equalization fee assessed against the sales of all the producers. 

Agricultural Marketing Act, 1929. The Agricultural Mar¬ 
keting Act of 1929 was designed to encourage the formation 
of farm co-operatives and to aid them in marketing. A Federal 
Farm Board was established with a revolving fund of 500 mil¬ 
lion dollars for loans to co-operatives. Grain and cotton stabili¬ 
zation corporations were organized to purchase the large 
surpluses, in an effort to maintain prices, but this attempt met 
with little success. 


LABOR IN THE 1920’s 

Organized labor lost considerable strength in the 1920’s. In 
the postwar return to “normalcy,” employers reduced some of 
labor’s previous gains, and the unions found it difficult to com¬ 
pete with the organized opposition of business. The American 
Federation of Labor lost over a million members in the decade, 
and efforts to unionize new industries proved unsuccessful. 

Causes of Decline. There were two main causes of the de¬ 
cline of union prestige. (1) Capital organized an attack on 
unionism, popularizing the open shop and organizing company 
unions. Laissez-faire was advocated as the “American” public 
policy; organized labor was blamed for rising prices. (2) The 



Rez'icn' Qiu'slioiis 


203 


attitude of the government was unsympathetic to labor: gov¬ 
ernment opposition helped to break strikes in the coal and steel 
industries in 1919. and conservative court decisions hampered 
labor throughout the 1920‘s. 

Labor and “Welfare Capitalism." ^lany employers initiated 
steps to improve the workers’ status. Both humanitarian senti¬ 
ments and the possibility of retarding unionization motivated 
them to provide such services as group insurance, pension sys¬ 
tems, educational programs, profit-sharing plans, paid vaca¬ 
tions, and recreation facilities. 

REVIEW QUESTIONS 

1. What were the chief problems of demobilization after World War I? 

2. What factors were responsible for continued prosperity during the 
years 1918-1020? 

3. Describe and explain agricultural expansion in the 1920 s. 

4. Indicate the extent of growth of the automobile industry after 
World War I. What effect did this have on the rest of the economy? 

5. Describe the expansion of the electrical business after World War I. 

6 . Why was there a revival of industrial combination after World 

War I? 

7. What were the provisions of the Transportation Act of 1920? What 
were the effects of this act? 

8 . What were the causes of the farm problem in the 1920’s? 

9. What measures of farm relief were attempted? How successful 

were they? , 

10. Why did organized labor suffer a decline in influence in the postwar 

decade? 
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THE GREAT DEPRESSION 

The expansive twenties reached a climax in 1928 and 1929 
as the economy approached a dangerous condition of over¬ 
production, but the confident American people continued to 
speculate in eager anticipation of quick profits. The apparent 
prosperity of the postwar decade came to an end abruptly in 
a stock-market crash in October, 1929, which marked the be¬ 
ginning of the worst depression in the nation’s history. The 
effects of the depression on American life were profound, for 
the economic upheaval shattered widespread complacency and 
traditional overconfidence and induced recourse to social plan¬ 
ning to solve economic problems. 

CAUSES OF THE DEPRESSION 

There were a number of basic causes of the depression, all of 
which were interrelated, and each of which was the culmina¬ 
tion of long-continued developments. Important factors re¬ 
lating to the depression included overproduction, distribution 
of income, agricultural maladjustments, the overextension of 
credit, and the insecurity of foreign trade. 

Overproduction. America’s capacity to produce had run 
ahead of purchasing power. Although the nation was con¬ 
suming more goods in the 1920’s, the rate of increase in con¬ 
sumption fell behind the rate of growth in production. 

Distribution of Income. Purchasing power was limited by 
the fact that a large proportion of the national income went to 
capital claimants, that is, to owners or creditors in payment of 
rents, profits, royalties, and interest. The disproportionate 
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share of these claimants induced further expansion and con¬ 
tributed to overproduction. Although wages and salaries in¬ 
creased in the 1920’s, the proportion of the national income 
allocated to wages decreased. 

Agricultural Maladjustments. The agricultural depression 
of the 1920’s limited the purchasing power of a large segment 
of the population. From 1929 to 1932 average farm prices fell 

64 per cent. 

Overextension of Credit. By 1929 credit transactions had 
raised the indebtedness of the American people to a total some¬ 
where between 100 and laO billion dollars. Reflecting the reck¬ 
less speculation of the public in securities, the bank borrowings 
of stock brokers rose from 3.5 billion dollars in 1927 to 8.5 
billion in 1929. It is estimated that in 1929 over a million per¬ 
sons held stock on margin. 

Insecurity of Foreign Trade. The United States, though it 
had become a creditor power, failed to adopt policies consistent 
with its new position. The surge of nationalism after World 
War I induced the imposition of tariffs and other trade bar¬ 
riers, both by the United States and by other nations, which 
impeded commerce with foreign countries. When world trade 
began to contract in 1929, many European and Latin-American 
debtors were unable to export enough goods to obtain the 
funds they needed for payment of interest charges on their 
American loans. Importers of American products were com¬ 
pelled to reduce their purchases. 


CONDITIONS DURING THE DEPRESSION 

On October 24. 1929, over 12 million shares were traded on 
the stock exchanges. Five days later, 16.4 million shares 
changed hands as the average price of fifty leading stocks fell 
40 points. The crash was followed by repeated declines in 
stock prices throughout the period 1929 to 1932; thus, the 
average value of fifty industrials fell from 252 to 61 dollars per 

share, that of twenty railroads from 167 to 33 

and that of twenty public utilities from 353 to 99 dollars per 

share. Millions of investors lost their savings and many were 

forced into bankruptcy. , imo ^ 

Business Decline. It is estimated that by 1933 the volume 
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of American business was only about 50 per cent of what it 
had been in 1929. During the period 1929-1932 the average of 
wholesale prices declined 33 per cent. Commercial failures 
rose from 24,000 in 1928 to 32,000 in 1932. In the years 1929 
to 1932, over 5,000 banks were closed. The total national in¬ 
come declined from an estimated total of 85 billion dollars in 

1929 to 37 billion dollars in 1932. 

Labor. In the fall of 1930 there were about 4.5 million un¬ 
employed ; in early 1933 the number was variously estimated 
at 12 million to 15 million. At the same time wage rates were 
cut sharply; by 1933 total wage payments amounted to less 
than 50 per cent of the 1929 total. In 1934 about 17 million 

people were on public relief rolls. 

Agriculture. Gross farm income declined 57 per cent in the 
years 1929-1932, and the value of farm property was reduced 
by one-third. The average prices of farm products in this 
period fell 64 per cent; for eight primary products the decline 
amounted to 70 per cent. 

Trade. The value of American foreign trade was reduced 
from 9.6 billion dollars in 1929 to 2.9 billion dollars in 1932. 
This decline ivas caused by several factors. (1) Americans 
stopped making loans to foreign merchants; (2) the high ex¬ 
change value of the dollar discouraged the purchase of Ameri¬ 
can goods; and (3) the United States and various European 
governments imposed trade restrictions on imports. 

THE HOOVER POLICIES 

In the early stages of the depression. President Herbert 
Hoover followed the traditional policy of laissez-faire. Gradu¬ 
ally, however, he began to make use of governmental powers 
and influence to relieve economic distress. Unfortunately, his 
policies came too late and did not go far enough. 

Industry. In November, 1929, leading representatives of 
business and labor met with President Hoover and agreed to 
continue production and to distribute work as widely as pos¬ 
sible. This policy continued with good results for two years. 
In 1930 the Smoot-Hawley Tariff was passed, raising import 
duties an average of 20 per cent, to the highest point in our 
history. In 1932 Congress established the Reconstruction Fi- 
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nance Corporation, with a capital of 500 million dollars, to 
make loans to businesses in distress. By March, 1933, the RFC 
had advanced over 2 billion dollars to business and had made 
loans to state and city governments for relief activity. 

Agriculture. The Agricultural Marketing Act of 1929 failed 
to provide relief for the farmers. In 1932 Congress increased 
the capital stock of the Federal Land Banks in order to make 
more credit available to them. This program, too, was of little 
value in dealing with the chronic farm problem. 

Relief Measures. President Hoover advocated the expansion 
of public works to relieve unemployment. Expenditures for 
public works rose from an annual average of about 2o0 million 
dollars in the 1920’s to more than 700 million for the year 
ending June 30, 1933. In order to co-ordinate the activities of 
various relief agencies, Hoover organized the President s Com¬ 
mittee for Unemployment Relief in October, 1930. 

The World Situation. In June, 1931, President Hoover pro¬ 
posed a moratorium for one year on all intergovernmental 
payments. Foreign powers accepted this proposal after some 
delay. Debtors found it impossible to pay debts, so the 
moratorium was only a recognition of reality. Shortly all of 
the debtors except Finland defaulted. 

POLITICAL EFFECTS OF THE DEPRESSION 

As the depression continued and deepened in spite of Presi¬ 
dent Hoover’s efforts and assurances, public opinion grew in¬ 
creasingly critical of the administration. In Congress during 
the first two years of Hoover’s term, the conservative Republi¬ 
cans controlled the House, but in the Senate progressive Re¬ 
publicans held the balance of power and they sometimes 
opposed the administration. In the Congressional elections of 
1930 the Democrats won control of the House, and in the Sen¬ 
ate the administration had only a precarious majority based 
upon the support of the progressive Republicans. The political 
outlook for the Republicans in 1932 was very black, and in the 
presidential election of that year the Democratic candidate, 
Franklin D. Roosevelt, defeated Hoover with an electoral vote 
of 472 to 59. At the same time the Democrats won heavy ma¬ 
jorities in both houses of Congress. It was evident that the 
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Republican party had suffered a tremendous loss of prestige 
and that the people were eager to turn to a party and a candi¬ 
date that promised dynamic leadership. 

REVIEW QUESTIONS 

1. What were the fundamental causes of the depression of 1929? 

2. Describe the extent and importance of the stewrk-market crash of 

1929. 

3. Summarize the effects of the depression upon industry, labor, agri¬ 
culture, and commerce. 

4. What measures were taken by President Hoover to cope with the 
depression? How successful w’ere they? 

5. Describe the political effects of the depression. 
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THE NEW DEAL 

When Franklin D. Roosevelt became president in March, 
1933, the nation was threatened by complete economic collapse: 
industry was operating at half speed, enormous numbers were 
unemployed, the farmers were in desperate need of relief, 
prices were at the lowest point of the depression, and the 
country’s banking structure was on the verge of disintegration. 
On March 5 Congress was called into special session and the 
President proclaimed a banking holiday. Congress passed an 
Emergency Banking Act providing for the inspection of banks 
and the reopening of sound banks under license. The special 
session of Congress in 1933 passed many important measures 
during “the hundred days” before it adjourned. 

BASIC TENETS OF THE NEW DEAL 

Although laissez-faire was abandoned and drastic changes 
were introduced during the depression, there were antecedents 
of New Deal policies in the American past. The New Deal 
appeared to be more revolutionary than it was because of the 
conservatism of the 1920's. 

Industry and Agriculture. Supporters of the New Deal be¬ 
lieved that the capital plant had overexpanded, as far as normal 
requirements were concerned, both in industry and in agricul¬ 
ture. In order to alleviate this situation the Roosevelt adminis¬ 
tration considered governmental regulation necessary. In 
agriculture this meant limitation of production; in industry it 
meant the rigorous control of business activity, including close 
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supervision of expansion. The government might at times be 
compelled to invest in business in order to supplement or even 
to compete with private enterprise. President Roosevelt also 
planned an extensive attack on monopoly. 

Finance. Leaders of the New Deal believed that banking and 
credit agencies had become too vital to be completely private, 
that banking should be a semipublic service, and that govern¬ 
mental control of banking would aid in controlling and mini¬ 
mizing business fluctuations. 

Labor. President Roosevelt believed that labor received an 
inadequate share of the national income. He proposed to en¬ 
courage collective bargaining, to secure legal recognition of 
trade unions, and to provide for minimum wages and maximum 
hours. 

Commerce. The New Deal advocated freer international 
trade. It was felt that factors hampering the natural flow of 
goods should be eliminated. This would encourage the absorp¬ 
tion of American surpluses abroad and would create a healthier 
international economy. 

Social Security. President Roosevelt and his associates felt 
that social problems arising from such conditions as unemploy¬ 
ment, old age, invalidism, and child dependency should be the 
concern of the state, that the government should provide a 
reasonable degree of social security, and should attempt to 
alleviate economic injustices. 

RELIEF AND SOCIAL SECURITY MEASURES 

One broad category of New Deal activity involved relief 
and social security measures. 

Civilian Conservation Corps (April, 1933). The Civilian 
Conservation Corps was established to provide work for young 
men on public works projects, and over 300,000 were employed 
in the first year of operation. The CCC was continued until 
1942. 

Federal Emergency Relief Administration (May, 1933). The 
Federal Emergency Relief Administration was empowered to 
provide emergency relief to the states; by 1935 it had provided 
3 billion dollars for the unemployed. 

Public Works Administration (June, 1933), The Public 
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Works Administration was set up with an initial appropriation 
of 3.3 billion dollars for construction projects. The PWA 
spent over 7 billion dollars but failed to solve the unemploy- 
ment problem. 

Civil Works Administration (1933-1934). The Civil Works 
Administration provided temporary employment for 4 million 
men and women in the winter of 1933-1934. 

Works Progress Administration (April, 1935). The Works 
Progress Administration was created to expand and co-ordinate 
the public works program. The WPA lasted until 1942, during 
which time it employed about 8.5 million people and spent over 
13 billion dollars provided by the federal and local govern¬ 
ments. Its accomplishments included the construction of 
122,000 public buildings, 664,000 miles of new roads, and many 
sewers, airports, bridges, parks, and reservoirs. In addition to 
this record of construction, WPA employees repaired thou¬ 
sands of existing public works. Through the Federal Arts 
Project and the National Youth Administration, the WPA 
gave employment to white-collar workers and aided students 
in furthering their education. 

Housing. The problems of low-cost housing and slum clear¬ 
ance were approached in several ways. Under the WPA and 
various agricultural agencies some progress was made. The 
United States Housing Authority, an agency established by 
the Wag^er-Steagall Housing Act of 1937, made loans and 
grants for construction purposes. Within three years the 
USHA had concluded contracts for the construction of about 

510,000 homes. 

Social Security. The Social Security Act of 1935 (amended 
in 1939 and 1950) provided for federal pensions for needy per¬ 
sons over 65 years of age. This program was to be financed by 
an income tax on employees and a payroll tax on employers. 
The monthly pensions were expected to range from 10 dollars 
to 85 dollars, depending upon the length of time a worker 
participated in the plan. At the present time nearly 50 million 
Americans are under this social security system. Since the 
enactment of the federal law in 1935, other forms of social 
security have been undertaken by the federal government as 
Well as by all the states. 
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CURRENCY AND FINANCE 

The New Deal administration wanted inflation in order to 
aid debtors and planned to achieve it through manipulation of 
the currency and expansion of credit. The fact that about 
nine-tenths of the nation’s business is transacted on a credit 
basis limited the government’s effort to produce inflation by 

means of currency manipulation. 

Monetary Program. The United States abandoned the gold 
standard in April, 1933. By executive decrees the export of 
gold (except under Treasury license) was forbidden and the 
hoarding of gold and gold certificates was prohibited. The 
Gold Repeal Joint Resolution (June 5, 1933) cancelled gold 
clauses in all contracts. 

The First Agricultural Adjustment Act (May, 1933) gave 
the president the authority (1) to issue a maximum of 3 bil¬ 
lion dollars of legal-tender United States notes based only on 
the credit of the United States; (2) to reduce the gold content 
of the dollar up to 50 per cent; and (3) to coin an unlimited 
amount of silver at any ratio to gold that might be decided 
upon. In January, 1934, the government began to purchase 
gold at the inflated price of $20.67 per ounce. In February, 
1934, the government reduced the gold content of the dollar 
by 40.94 per cent under the provisions of the Gold Reserve Act 
(January, 1934). Nevertheless, prices did not rise so rapidly 
as the administration wished. 

In December, 1933, the government began to purchase 
American-mined silver at a premium price. The Silver Pur¬ 
chase Act (June, 1934) provided for the purchase of domestic 
and foreign silver until the monetary value of the government's 
supply of silver should be one-fourth of the combined value 
of the government's supply of both silver and gold, or until 
the price of silver rose above the monetary value of $1,293 per 
ounce. The result of this policy was to compel the Treasury 
to buy all of the domestic silver produced and much foreign 
silver at a high price. 

Credit Measures. The New Deal’s planned inflation included 
measures for the extension, expansion, and increased govern¬ 
ment control of business credit. The Emergency Banking Act 
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(March, 1933) extended the power of the Reconstruction Fi¬ 
nance Corporation to make loans. The Loans-to-Industry Act 
(1934) authorized direct loans to industry up to a maximum 
I of 580 million dollars. The Home Owners Loan Act (1933) 
set up the Home Owners Loan Corporation to refinance home 
mortgages to prevent foreclosures. The HOLC, during the 
three years of its operation, loaned more than 3 billion dollars 
to more than a million home owners. In 1936 its activities were 
taken over by the Federal Housing Administration, which also 
insured loans made by private lending agencies for new con¬ 
struction and repair purposes. (Measures which extended 
agricultural credit are considered under The New Deal and 
Agriculture, p. 000.) 

Banking Reform. The Glass-Steagall Act (June, 1933) au¬ 
thorized the Federal Reserve banks to restrict speculative ex¬ 
pansion of credit by member banks. The latter were required 
to give up their security affiliates and to abstain from invest¬ 
ment banking activities. A Federal Deposit Insurance Corpora¬ 
tion was created to guarantee deposits up to $2,500, a limit 
increased to $5,000 by an amendment in 1945. The Banking 
Act (1935) directed the reorganization of the Federal Reserve 
Board to make it less subject to political influence. The 
Board’s powers were enlarged to include authority to vary its 
reserve requirements within limits, to examine Reserve Bank 
rates periodically, and to approve appointments of officers in 
Reserve Banks. The Federal Open Market Committee (created 
in 1933) was given stricter control over the credit policies of 
members banks of the Federal Reserve system. 

Securities Regulation. The Truth-in-Securities Act (1933) 
prohibited the public sale of securities in interstate commerce 
or through the mails unless detailed information concerning 
the securities had been filed with the Federal Trade Commis¬ 
sion. The Securities Exchange Act (1934) established the 
Securities and Exchange Commission with which information 
about securities had to be registered. The Commission could 
prohibit the sale of securities if insufficient or false informa¬ 
tion had been filed. Anyone suffering loss through false 
•nformation could sue for civil damages. 
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THE NEW DEAL AND INDUSTRY 

The New Deal attempted to eliminate wasteful competition, 
stimulate production, and guard against overproduction by 
broad social planning. 

National Industrial Recovery Act (June, 1933). Recovery 
was to be hastened by restricting production, raising prices, 
increasing wages, and reducing working hours. Self-regulation 
of business was to be attempted, and industrial codes of fair 
competition to prevent price-cutting were authorized. The law 
designated maximum hours and minimum wages and sanc¬ 
tioned collective bargaining. A National Recovery Adminis¬ 
tration was established to administer the program. 

The majority of industrial laborers eventually worked under 
the nearly 600 basic and 189 supplementary NRA codes which 
were drawn up. The program did not function smoothly, nor 
did it bring immediate recovery. Capital’s influence in setting 
up the codes was displeasing to labor. Employers disliked the 
rights granted to labor unions. Small business complained that 
the NRA fostered monopoly. Violations of the codes were 
common. Finally in May, 1935, the United States Supreme 
Court declared the NIRA unconstitutional on the grounds that 
the act (1) delegated legislative power to the President with¬ 
out sufficient standards to direct him in the use of it and (2) 
provided for federal regulation of wages and hours in wholly 
intrastate business. 

Legislation for the Coal Industry. The Guffey-Snyder Bi¬ 
tuminous Coal Stabilization Act (1935) set up the National 
Bituminous Coal Commission. A code for the industry was 
drawn up, minimum prices were set, and maximum hours and 
minimum wages were established. In 1936 this law was de¬ 
clared unconstitutional. The Guffey-Vinson Act (1937), which 
re-enacted the Guffey-Snyder Act without the mandatory labor 
provisions, was upheld by the United States Supreme Court 
in 1940. 

Government Regulation of Business. In the early years of 
the New Deal, particularly during the operation of the NRA, 
the antitrust laws were practically suspended. Later the atti¬ 
tude of the government toward monopoly began to change. 
The Temporary National Economic Committee (1938) investi- 
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gated the concentration of economic power, and its report 
seemed to indicate that monopoly had been encouraged by 
New Deal policies. The government intensified its antitrust 
campaign in 1939 and 1940, but preparations for World War II 
thereafter made increased concentration of economic power 
unavoidable. 

Robinson-Patman Act (1936). The Robinson-Patman Act, 
aimed at chain stores, prohibited price discrimination intended 
to destroy competition. Most states legalized contracts by 
which manufacturers bound each retailer not to sell their 
products at less than a prescribed price. The !Miller-Tydings 
Act (1937) exempted these price contracts from the operation 
of the Sherman Antitrust Act. 

Regulation of the Electric Power Industry. There was a 
growing demand for federal regulation of the electric power 
industry because of the concentration of control (and the abuse 
of power) in this business. Federal regulation of the industry 
had begun in 1920 with the creation of the Federal Power 
Commission. The Public Utilities Holding Company Act 
(1935) enabled the commission to regulate rates and business 
practices of companies engaged in interstate commerce and 
prohibited holding companies beyond the second degree. Ap¬ 
proval of the issuance of securities by the Securities and Ex¬ 
change Commission was required. These purposes of the act 
were not realized, however, before the end of World War II. 

The question of federal operation of hydroelectric plants 
was debated throughout the 1920’s. Presidents Coolidge and 
Hoover vetoed bills authorizing the government to operate 
plants at Muscle Shoals on the Tennessee River. The Muscle 
Shoals-Tennessee Valley Development Act (May, 1933) 
established the Tennessee Valley Authority, which was author¬ 
ized to erect hydroelectric plants and dams, to improve naviga¬ 
tion on the Tennessee River, to promote flood control, to 
prevent soil erosion, and to engage in reforestation. The "^VA 
was opposed by private companies because it was empowered 
to sell electricity in competition with private industry. 
ten years of operation the agency was selling power to 83 
municipalities, 45 co-operative associations, and many indus¬ 
trial plants. The success of the TVA in developing the Tennes- 
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see Valley stimulated interest in similar regional programs in 
other parts of the country. 

THE NEW DEAL AND AGRICULTURE 

The basic program of New Deal legislation in behalf of the 
farmers was as follows: (1) The establishment of parity prices, 
that is, the restoration of the farmer's purchasing power to the 
level of the period August, 1909, to July, 1914, was a primary 
goal. (2) The establishment of parity income later replaced 
the previous objective. This meant the restoration to agricul¬ 
ture of the same relative income in relation to the total national 
income that the farmer enjoyed before World War I. (3) The 
New Deal proposed to adjust farm production to meet market 
requirements. It was hoped that keeping surpluses off the 
market would maintain the prices of farm products. (4) Fed¬ 
eral leadership was to be provided in soil conservation, im¬ 
proved land use, debt reduction, efforts to achieve security 
against foreclosures, rural relief, and rehabilitation for sub¬ 
marginal farmers and tenants. 

Agricultural Adjustment Act (May, 1933). The Agricultural 
.Adjustment Act was intended to reduce the farm surplus and 
raise farm income by means of (1) cotton options (cotton 
growers reduced acreage and in return received options to buy 
cotton up to a limit equal to the amount of their cut in pro¬ 
duction, but they were permitted to sell options if cotton prices 
rose); (2) government “rental” payments for reductions in 
cultivated acreage; and (3) more efficient marketing. 

The Agricultural Adjustment Administration reduced the 
production of cotton, wheat, corn, tobacco, hogs, cattle, pea¬ 
nuts, rye, barley, flax, grain sorghums, sugar beets, and sugar 
cane. In 1934 and 1935 over 60 million acres were withdrawn 
from cultivation. Opposition to the AAA was based on several 
factors: (1) it fostered an economy of scarcity in a time of 
great need; (2) the increased burden produced by rising prices 
resulted in consumer resistance; (3) it was not clear that the 
program was achieving its purposes, for in 1933 crops were not 
much smaller than they had been in 1932 and the production 
of uncontrolled crops increased. Some improvement in the 
economic status of the farmers was noted, but, in January, 
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1936, the Agricultural Adjustment Act was declared un¬ 
constitutional because it violated the principle of states’ rights 
and imposed discriminatory taxes. 

Soil Conservation and Domestic Allotment Act (1936). The 
Soil Conservation and Domestic Allotment Act provided di¬ 
rect federal subsidies for producers who substituted soil- 
conserving crops for commercial staples. 

The Agricultural Adjustment Act (1938). The second AAA 
represented another attempt to maintain “parity prices. The 
government established production quotas for each commodity, 
with provision for reasonable surpluses to meet emergency 
needs. “Parity prices” were designated. If the market price 
were less than the “parity price,” the farmer would be given 
partial compensation. 

Agricultural Credit. Steps were taken to extend credit to 
farmers and to provide security against foreclosures. (1) The 
Agricultural Adjustment Act (1933) empowered the Federal 
Land Bank to refinance farm mortgages. (2) The Farm Mort¬ 
gage Refinancing Act (1934), which set up the Federal Farm 
Mortgage Corporation, provided similar aid. (3) The 
Farm Mortgage Foreclosure Act (1934) authorized the Land 
Bank Commissioner to make loans for the redemption of farm 
property. (4) The Frazier-Lemke Bankruptcy Act (1934) al¬ 
lowed bankrupt farmers to request an appraisal of their prop¬ 
erty and permitted them to buy it back on the installment plan 
over a six-year period at an interest rate of 1 per cent. If a 
creditor refused to accept such a settlement, bankruptcy pro¬ 
ceedings were halted and the farmer could retain his property 
for five years at a fair rental. This act was found unconstitu¬ 
tional in 1935, but a similar measure was upheld in 1936. 
Under these laws the Farm Credit Administration made loans 
exceeding 2 billion dollars within a single year and the number 
of foreclosures of farm mortgages was greatly reduced. 

Farm Securities Administration. The Farm Securities Ad¬ 
ministration was set up in 1937 to aid tenants, sharecroppers 
farm laborers, and submarginal farmers. The FSA continued 
resettlement work already begun, encouraging farmers to leave 
submarginal lands and to move to resettlement cominunnies. 
Under the terms of the Bankhead Jones Act (1937). the FSA 
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loaned money to selected tenants and laborers for the purchase 
of farms. In some cases outright grants were made. The FSA 
also made many short-term loans to individuals and to co¬ 
operative associations for the purchase of farm equipment, the 
refinancing of mortgages and debts, and the replacement of 
short leases with long-term leases. Much agricultural rehabili¬ 
tation was accomplished by this agency, despite the fact that 
appropriations were too low for the size of the task. 

THE NEW DEAL AND LABOR 

A number of major reforms reflected the sympathetic atti¬ 
tude of the government toward the demands of labor. 

Labor and the NRA. Section 7-A of the National Industrial 
Recovery Act guaranteed that (1) employees had the right to 
organize and bargain collectively, (2) no worker could be com¬ 
pelled to join a company union, and (3) no one could be barred 
from employment because of his union membership. Labor 
was expected to benefit from the NRA codes which established 
minimum wages, prohibited the speed-up, and forbade the 
employment of children under sixteen. A great surge of union¬ 
ization resulted. In 1935, however, the act was declared 
unconstitutional. 

National Labor Relations Act (July, 1935). The National 
Labor Relations Act re-enacted the provisions of Section 7-A 
of the NIRA and established the National Labor Relations 
Board. Employers were forbidden to interfere with labor’s 
right to bargain collectively, to refuse to bargain with unions, 
and to discriminate against union members. The NLRB could 
issue “cease and desist” orders against employers who violated 
the law. It was difficult to enforce the law until its constitu¬ 
tionality was upheld by the Supreme Court in 1937; thereafter 
the strength of organized labor increased rapidly. 

Fair Labor Standards Act (1938). The Fair Labor Standards 
Act enacted minimum wages and maximum hours for labor 
engaged in interstate commerce or in the production of goods 
involved in interstate commerce. In 1938 as many as 12 to 13 
million workers were subject to these regulations. Maximum 
working hours per week were set at 44, to be reduced to 40 



Results and Meaning of the New Deal 


219 


after two years. Minimum wages per hour started at 25 cents 
and were to be raised to 40 cents by 1945. With the coming of 
war, however, the minimum-wage regulations of the Fair Labor 
Standards Act were far below actual wages and the law was 
inoperative. After the war the minimum wage was raised to 
75 cents an hour. 

Other Labor Legislation. The National Employment Serv¬ 
ice Act (1933) effected co-operation between the federal gov¬ 
ernment and local employment offices. The Walsh-Healey 
Government Contracts Act (1936) regulated working condi¬ 
tions in factories holding government contracts amounting to 
$10,000 or more. The Railroad Retirement Act (1935) pro¬ 
vided government management of pension systems for railroad 
employees. 

Rise of the CIO. A controversy within the American Federa¬ 
tion of Labor split that organization in November, 1935, when 
eight union leaders founded a rival group—the Committee for 
Industrial Organization. The CIO conducted a campaign for 
members in the mass production industries. It was highly suc¬ 
cessful in the automobile and steel industries, securing recog¬ 
nition as sole bargaining agent for employees in these 
industries. By 1942 the CIO had a membership of about 5 
million out of a national total of 13 million in all unions. 

RESULTS AND MEANING OF THE NEW DEAL 

In 1939 the national income (in terms of 1929 dollars) was 
84.5 billion dollars as compared with 82.9 billion dollars in 
1929. However, the population had increased over 10 million 
and the productivity of the nation’s industrial plant had grown. 
The New Deal failed to alter appreciably the distribution of 
the national income, for the proportion going to wages and 
salaries rose only from 65.5 per cent in 1929 to 68.2 per cent in 
1939. It is impossible to determine precisely to what extent 
the New Deal measures, natural forces of recovery, and the 
stimulation of war demands were responsible for the nation s 
recovery from the depression. 

Reform and Rehabilitation. Government action instituted 
niajor reforms in the banking structure and the securities 
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market. In its agricultural program the New Deal fostered 
soil conservation, flood control, scientific farming, and the 
rehabilitation of rural areas. The federal government not only 
relieved unemployment but also established minimum wage 
and maximum hour regulations in important segments of the 
economy. Plans for the attainment of social security were 
drawn up. In some regions, notably in the Tennessee Valley, 
the regeneration of an entire area was attempted. 

Deficit Finance. The expansion of government services re- 
(|uired vastly increased expenditures: the federal debt rose 
from 16 billion to 40 billion dollars in the 1930’s. The adminis¬ 
tration held that deficit financing was as justifiable in a period 
of depression as in wartime. 

The Decline of Laissez-Faire. The New Deal represented 
the first broad effort in American history to promote economic 
recovery by means of government action. This effort necessi¬ 
tated abandonment of the time-honored policy of laissez-faire, 
but there were many precedents for the controls imposed by 
the New Deal. Federal regulations date back to the Interstate 
Commerce Act (1887) and the Sherman Antitrust Act (1890). 
Laws to promote the public welfare were common in the states 
and local communities during the nineteenth century. The 
New Deal did not represent a drastic break with the past; it 
extended and applied speedily historical principles and methods 
that had been adopted many years before. 

REVIEW QUESTIONS 

1. What were the basic purposes of the New Deal programs for in¬ 
dustry, agriculture, and labor? 

2. What relief measures were initiated during the period 1933-1935 to 
aid the unemployed? 

3. Summarize and evaluate the activities of the Works Progress Ad¬ 
ministration. 

4. In what ways did the New Deal attack the problems of low-cost 
housing, slum clearance, and home finance? 

5. What were the purposes of the New Deal monetary program? 
When and how did the United States abandon the gold standard? 
Why was the gold content of the dollar reduced? 

6. What were the purposes and provisions of the Glass-Steagall Act? 
The Securities Exchange Act? 
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7. How was the National Industrial Recovery Act designed to hasten 
recovery? How successful was the NRA? 

8. What antimonopoly measures were taken by the New Deal? 

9. Outline the activities of the TVA. 

10. What were the purposes and provisions of the first Agricultural 
Adjustment Act? How successful was this act? 

11. What did the New Deal do to make credit available to farmers? 

12. Outline the program of the Farm Securities Administration. 

13. How was labor aided by the NRA? The National Labor Relations 
Act? The Fair Labor Standards Act? 

14. Explain the statement that the New Deal was not a revolutionary 
movement in the economic history of the United States. 
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Although the United States was still a debtor nation to the 
extent of 3,686 million dollars in 1914, the amount of American 
capital invested abroad was increasing rapidly. World War I 
transformed the nation into a creditor power: European-owned 
American securities were returned to the United States ; Amer¬ 
ican private and public loans to Europe during the war totalled 
about 12 billion dollars. 

AMERICAN FOREIGN INVESTMENTS SINCE 1914 

Capital continued to flow out of the country as the foreign 
investments of Americans (excluding government loans) rose 
from 6,955,6 million dollars in 1919 to 17,009.6 million dollars 
in 1929, The latter amount was estimated to be equally divided 
between portfolio and direct investments. Unfortunately many 
of the portfolio investments were unsound and for nonproduc¬ 
tive purposes: investment firms were frequently more inter¬ 
ested in their underwriting profits than in the security of the 
investments. In the 1920’s many American companies ex¬ 
tended their economic interests, establishing plants abroad in 
order to capture foreign business and to avoid tariff barriers. 

The Depression Decade. After World War I, foreign nations 
found it difficult to meet their obligations to the United States. 
Their exports to the United States were hampered by the new 
tariff rates. Increased competition from the American mer¬ 
chant marine reduced their income from transportation serv¬ 
ices. American investments abroad decreased in 1928 and 
virtually ended with the coming of the depression. In the 
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1930’s American investors lost almost 11 billion dollars in 
foreign securities. (Loans to European governments in default 
on payments to the government of the United States were for¬ 
bidden by the Johnson Debt Default Act of 1934.) American 
investments abroad in 1940 totalled 10.771 million dollars; the 
three leading areas for investment, in the order of their im¬ 
portance, were Canada and Newfoundland, South America, and 
Europe. At the same time, however, foreign investments in 
the United States were valued at 9,695 million dollars. 

WAR DEBTS AND REPARATIONS 

Following World War I the United States attempted to re¬ 
cover the 12 billion dollars it had loaned to European govern¬ 
ments during the war. The debtors found it hard to repay the 
loans and urged the United States to treat them as a contribu¬ 
tion to the common cause. In any event most of the money had 
been used to buy American goods. The United States agreed 
to debt reductions but insisted upon the general principle of 
repayment. The reductions, which ranged from 23 per cent for 
Great Britain to 75 per cent for Italy, were largely nullified by 
the postwar deflation. 

The German reparations debt of 33 billion dollars (the 
amount set in 1921) was too much for Germany to pay, and 
she soon defaulted. The United States, though insisting that 
the war debts of the Allies and the question of reparations were 
entirely separate matters, did assist in scaling down the Ger¬ 
man obligations to facilitate payment. In actuality, the Allies 
turned over to the United States a considerable share of the 
reparation payments received from Germany. In 1924 the 
Dawes Plan reduced German reparations and granted Germany 
a loan of 200 million dollars in gold from the United States and 
the Allies. The Young Plan in 1929 again reduced the German 
debt and provided that the amount of annual payments would 
depend upon American reductions in the Allied debts. The 

United States rejected this plan. ^ 

With the onset of the depression, Germany defaulted and, in 
the face of general economic breakdown, President Hoover 
proposed a one-year moratorium on all intergovernmental pay¬ 
ments. In 1933 token payments were made to the United 
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States by Great Britain and Italy, acknowledging existence of 
the debt but postponing settlement. As previously mentioned, 
the Johnson Act (1934) forbade loans to foreign powers in de¬ 
fault to the United States. Much resentment and ill-will be¬ 
tween America and European nations resulted from the war 
debts question. 


INTERNATIONAL TRADE 

The process of continued industrialization profoundly af¬ 
fected the foreign trade of the United States. A decline in the 
proportion of exports of foodstuffs and raw materials was ac¬ 
companied by an increase in the export of manufactures. 
Meanwhile the proportion of raw materials imported rose and 
the proportion of manufactures declined. In general the United 
States imported raw materials and exported manufactured 
commodities. 

Importance of Foreign Trade. Because of a high degree 
of self-sufficiency, foreign trade has not been so important to 
the United States as it has been to other nations. In the period 
between the two world wars the value of neither exports nor 
imports ever exceeded 8 per cent of the national income. Yet 
some agricultural and industrial producers depended upon an 
export market; the United States still had to import such com¬ 
modities as raw silk, rubber, tin, sugar, coffee, and tropical 
fruits. 

Balance of Trade. American exports continued to exceed 
imports, and this fact, coupled with the outflow of capital in¬ 
vested abroad, added to the creditor position of the nation. 
In the 1920's, with international trade hampered by high 
tariffs and other restrictions, European debtors had to use 
their diminishing stocks of gold to pay for imports from the 
United States. These gold payments were offset largely by 
ever increasing American loans and investments abroad. The 
latter caused an intensification of an already dangerous situa¬ 
tion and could not continue indefinitely. As has been noted, 
when the depression came the export of American capital 
stopped and trade collapsed. 

Reciprocal Trade Program. The New Deal administration 
proposed to reduce tariffs through reciprocal trade agreements. 
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An amendment to the Smoot-Hawley Tariflf, the Trade Agree¬ 
ments Act of 1934, permitted the President to conclude agree¬ 
ments raising or lowering tariff rates by not more than 50 per 
cent. By 1949 the United States had reached agreements with 
29 nations (purchasing two-thirds of American exports) to re¬ 
duce the tariff and eliminate other trade barriers. The general 
effect was to make international trade freer, though it is im¬ 
possible to trace all the far-reaching consequences of the 
various trade agreements. The foreign trade of the United 
States increased from 1934 to 1937, declined in 1938 and 1939, 
and expanded rapidly after the outbreak of World War II. 
The improvement in world commerce was no doubt partly due 
to the reciprocal trade agreements, but also reflected the gen¬ 
eral betterment of economic conditions. 

ISOLATIONISM AND NEUTRALITY 

Following World War I there was a resurgence of Arnerican 
isolationism. Many Americans felt that collective security had 
failed miserably, and they resented the attitudes of European 
nations towards the question of the war debts. The great 
majority believed in safeguarding the neutrality of the United 
States and avoiding involvement in future wars. 

In 1935 a neutrality act prohibited temporarily the sale of 
munitions to all nations at war and empowered the President 
to forbid the passage of American citizens (except at their 
own risk) on the vessels of belligerents. A second measure 
extended the arms embargo and banned loans to belligerent 
powers. In January, 1937, existing legislation was extended to 
include factions participating in a civil war. A “permanent 
neutrality act (May, 1937) retained the bans on loans and on 
the sale of munitions, but explicitly forbade Americans to 
travel on the vessels of any country involved in war. The law 
also established a cash-and-carry policy for the sale of non- 
embargoed goods to belligerents. 

THE OUTBREAK OF WAR 

World War II, which broke out in Europe in August, 1939, 
doomed American isolationism and the hope for neutrality, and 
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provided a tremendous stimulus to the American economy. 
The United States made a pretense of neutrality until the 
Japanese attack on Pearl Harbor (December 7, 1941), but 
the government had long been aiding the Allied Powers on the 
assumption that their cause was vital to American security. 

Modified Neutrality. Shortly after the outbreak of war, 
American neutrality laws were revised to permit the belliger¬ 
ents to purchase American arms and munitions. The cash-and- 
carry principle was retained. In March, 1941, a lend-lease 
program was set up, authorizing the sale, exchange, or loan of 
war equipment to any nation whose defense the president 
considered vital to the United States. By means of this meas¬ 
ure the United States became fully engaged in economic 
warfare. 

Organization for Defense. In 1940 a Council of National 
Defense (six cabinet members meeting with a National De¬ 
fense Advisory Commission) was established. This organiza¬ 
tion was soon superseded by the Office of Emergency 
Management, which had two subordinate agencies, the Office 
of Production Management and the Office of Price Administra¬ 
tion. William S. Knudsen became head of the OPM in Janu¬ 
ary, 1941, and the chief organizer of war production. In 
September, 1941, President Roosevelt established the Supply, 
Priorities, and Allocations Board to expedite war preparations. 

Industrial Expansion. During the period between the out¬ 
break of World War II and the attack on Pearl Harbor, 
American industrial output was doubled. This achievement 
was made possible by the defense program, the European 
demand for American goods, and an increasing domestic de¬ 
mand for consumers’ goods. Expansion was accompanied by 
increasing employment, rising prices and wages, and an in¬ 
crease in exports from 3,177 million dollars in 1939 to 5,147 
million in 1941. 


REVIEW QUESTIONS 

1. Show how the United States was transformed into a creditor power 
during World War I. 

2. What happened to American investments abroad in the 1930’s? 

3. To what extent did the United States obtain payment of war debts 
from European powers? 
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4. In what ways did the United States help in settling the reparations 
issue? 

5. How has the character of American foreign trade changed since 1914? 

6. How important to the United States was foreign trade in the I920’s? 

7. Describe and evaluate the reciprocal trade program. 

8. By what means did the United States try to insure its neutrality in 
the 1930’s? Indicate the steps leading to the abandonment of 
neutrality. 

9. Outline the national organization for defense in the years 1939-1941. 
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ECONOMIC PROBLEMS OF 
WORLD WAR II 


Within three years after Pearl Harbor the United States 
had developed its productive facilities and techniques to an 
unprecedented degree, providing enormous quantities of sup¬ 
plies for its allies while sustaining armed forces of nearly 
twelve million Americans at home and in all parts of the world. 

ECONOMIC MOBILIZATION 

The conversion of the United States from a peacetime to a 
total war economy involved gigantic problems: (1) existing 
facilities had to be converted to war production, and new plants 
were necessary; (2) raw materials had to be procured and 
properly allocated; (3) a much greater labor supply was 
needed. The accomplishment of this huge task necessitated 
central planning and control in a degree far greater than had 
been previously known in America. 

Administrative Organization. The Office of Emergency 
Management was the large executive organization in charge of 
defense efforts. Chief among the OEM agencies was the War 
Production Board, created in January, 1942. The WPB co¬ 
ordinated government controls over production, procured vital 
materials, and greatly stimulated war production. Other 
agencies under the OEM included the Office of Lend-Lease 
Administration, the Office of Defense Transportation, the 
Office of Civilian Defense, the Board of Economic Warfare, 
the War Shipping Administration, and the National War 
I .abor Board. 
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Conversion to War Production. Thousands of plants that 
normally made peacetime goods participated in war production. 

In addition the government spent 16 billion dollars for new war 
plants. The production of many goods for civilian use, such as 
automobiles, refrigerators, radios, and certain electrical appli¬ 
ances was stopped. From 1939 to 1944 the proportion of the 
national product allocated to war uses rose from 2 to 40 per 
cent; in the period 1940-1945 the United States spent 186 bil¬ 
lion dollars on munitions. In addition it provided its allies 
with goods and services under the Lend-Lease program 
amounting to 49 billion dollars. The extent of economic ex¬ 
pansion during the war is indicated by the fact that from 1939 
to 1945 the national income rose from 72,532 million dollars to 
181,731 million, and the gross national product from 90,426 
million to 213,429 million. The expansion in certain industries 
was phenomenal: with the average of the period 1935-1939 
used as a base of 100, the index of production of raw materials 
reached 148 in 1943; of fuels, 145 in 1944; of food, 136 in 1945. 

Procurement of Raw Materials. In 1939 Congress appropri¬ 
ated 100 million dollars for each of the five succeeding years 
for the purpose of accumulating stockpiles. Progress was slow 
until May, 1940, but thereafter the United States increased its 
imports of such vital goods as tin, tungsten, manganese, and 
rubber. Export restrictions were imposed m July, 1940, to 
prevent some commodities from reaching the Axis Powers. 
The nation’s production of vital materials was rapidly in¬ 
creased, and conservation was effected through salvage, the 
use of substitutes, and the curtailment of production of civilian 

goods. , j • 

Iron. The unprecedented demand for steel resulted m a 
shortage of iron. This situation was alleviaUd somewhat 
through greater utilization of scrap and restrictions on the 
production of nonessential goods. By 1943 (the peak year o 
production) the output of iron ore was a third greater than i 

had been in 1940. . i 

Aluminum. An acute shortage of aluminum in the early part 

of the war was met by great expansion o^ pro uc ion. rom 
1940 to 1943 the nation’s output of aluminum increased 

per cent. 
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Rubber. The seizure of the East Indies by the Japanese de¬ 
prived the United States of almost all of its natural rubber 
supply. This shortage was met by rigid conservation and 
governmental development of a synthetic rubber industry. 
Production of synthetic rubber rose from virtually nothing in 
1940 to 22,000 long tons in 1942 and more than 750,000 tons 
in 1944. Supplies were adequate for military needs, but the 
supply of rubber for civilian use was rigidly limited. 

Petroleum. The great demand for gasoline and fuel oil was 
met by increased production (almost 25 per cent greater in 
1944 than in 1940), by strict rationing, and by the construction 
of pipe lines which eliminated some of the hazardous transport 
of oil by sea. 

Domestic Transportation. War brought a tremendous bur¬ 
den to the nation’s transportation facilities: total freight move¬ 
ment increased over 66 per cent from 1940 to 1944. In 1944 
the railroads handled about 70 per cent of the freight volume, 
and also quadrupled the number of passenger-miles reported 
for 1940. The Office of Defense Transportation, established in 
1941. supervised air transport, inland and coastal shipping, 
pipe lines, and automobile transport. 

Shipping. There was a shortage of merchant vessels because 
of the increased volume of shipping and German submarine 
warfare. During the war the United States built 53 million 
tons of shipping, thus controlling over one-half of the total 
shipping of the world, 

RATIONING AND PRICE CONTROL 

The government immediately attacked the problem of in¬ 
flation, resulting from huge government expenditures, full 
employment, and the increasing scarcity of civilian goods. The 
Price Control Act (January, 1942) established the Office of 
Price Administration with authority to fix maximum prices, 
to control rents, and to impose penalties on violators of the 
law. During 1942 the OPA began to ration tires, gasoline, 
sugar, and coffee. By mid-1943, 95 per cent of the nation’s 
foodstuffs was rationed and maximum prices and rents had 
been established. There was much criticism of the OPA, but 
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this agency did cut the cost of the war to the American people 
and insured a fair distribution of consumer goods. 

The Office of Economic Stabilization was created under the 
Anti-Inflation Act (October, 1942) to supervise the limitation 
of wages and salaries and the curbing of prices and rents not 
yet controlled. Greater co-operation in combatting inflation 
was obtained by the Office of War Mobilization, organized in 
May, 1943, 


LABOR AND THE WAR 

From 1940 to 1945 the total labor force of the United States 
rose from 54 to 64 million, an increase of more than 18 per cent. 
The additional labor force was drawn from the unemployed 
men (9,000,000 in 1939), young people, the aged, and women. 
From 1939 to 1944 there was a 20-per-cent increase in the 
average work week. The number of organized workers grew 
from 11 million in 1941 to 14.5 million in 1945. New problems 
in labor relations had to be met, such as the training of inex¬ 
perienced workers, urban congestion and inadequate housing 
(during 1940-1946, urban population increased by almost 9 
million), absenteeism, and a high incidence of sickness and 
nervous exhaustion. 

Labor Disputes. At the start of the war, labor and manage¬ 
ment agreed to prevent work stoppages in essential industries, 
to settle disputes by peaceful methods, and to abide by de¬ 
cisions of a war labor board. The National War Labor Board 
was organized to settle disputes and to try to adjust wages 
to the cost of living. In 1942 the record was good and few 
man-hours of labor were lost. In July, 1942, the Little Steel 
formula was adopted, allowing labor a 15-per-cent increase to 
make up for the higher cost of living. The next year, however, 
strikes cost three times the amount of time lost in the previous 
year, and in June, 1943, the Smith-Connally War Disputes Act 
was passed. This law required unions to give thirty days 
notice before a strike vote could be taken, empowered the 
president to seize war industries threatened by work stoppages, 
made it a criminal offense to foment or aid strikes in goverii- 
ment-operated industries, and forbade unions to ma e con ri 
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Imtions to political campaigns. The number of man-days of 
labor lost due to strikes was cut by about 5 million in 1944. 

WAR FINANCE 

The United States financed the war through heavy taxation 
and extensive borrowing. Measures to control inflation re¬ 
duced the cost of the war, as did the investment of savings in 
government bonds. The budgets for 1941-1945 exceeded a 
total of 317 billion dollars, of which 88 per cent went for war 
j)urposes. The federal debt rose from 48.9 billion dollars in 
1941 to 258.7 billion in 1945. 

Taxation. Taxes were used to fight inflation as well as to 
provide revenue. The category of individuals paying income 
taxes was expanded to include all persons earning 500 dollars 
or more in a year, and surtaxes ranged from 19 to 88 per cent. 
A method of withholding taxes from salaries and wages was 
begun in 1943. An excess profits tax was levied on corporate 
income, and heavier excise taxes were adopted. More excise 
taxes were levied, and rates were increased. Total receipts from 
taxes in the period 1941-1945 approximated 138.5 billion dollars. 

Loans. From May, 1941, to January, 1946, the government 
sold securities amounting to 185.7 billion dollars. It is esti¬ 
mated that private individuals bought 53 billion dollars’ worth 
of this amount, while banks and corporations absorbed the rest. 
In view of the great increase in savings during the war and 
the fact that 17 per cent of the bonds purchased by individuals 
prior to September, 1945, had been presented for redemption, 
the record was not outstanding. 

COST OF THE WAR 

The total cost of World War II will never be accurately 
established, but it has been estimated as high as over 1 trillion 
dollars. 

Money. Continuing expenditures (interest on war debts, 
pensions, care of veterans, grants and credits for rehabilitation, 
etc.) have been and are raising the cost of the war substan¬ 
tially. For the United States the monetary cost during the 
period of fighting exceeded 325 billion dollars. Of this amount 
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about 50 billion dollars had been provided the Allies under 
the Lend-Lease Acts. It has been predicted by the National 
Industrial Conference board that by 1972 the cost of the war 
to the United States alone will have reached 700 billion dollars. 

Casualties. World War II lasted until May 8, 1945 in 
Europe and three months longer in the Pacific area. Fifty- 
seven nations, Allied and Axis, had fought in the war, and the 
total number of military personnel killed exceeded fifteen mil¬ 
lion. The United States had a peak manpower in the armed 
forces of 12.5 million, and 292,100 lives were lost. In all, Amer¬ 
icans suffered over one million casualties. 

REVIEW QUESTIONS 

1. What were the major problems in economic mobilization? Outline 
the administrative organization established to accomplish the task. 

2. How was conversion to war production accomplished? What steps 
did the government take for the procurement of vital materials. 

3. Discuss the wartime measures taken by the United States to control 

inflation. How successful were they? 

4. How was the need for a larger labor supply met? To what extent 

did labor disputes hamper the war effort? ... 

5. How did the United States finance the war? Discuss the relative 

importance of taxation and loans. 
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THE AMERICAN ECONOMY 
AT MID-CENTURY 

At the end of World War II the American people were op¬ 
timistic over the prospects of peace and international harmony. 
The United States sought to avoid mistakes of the World 
War I period and took a leading part in the establishment of 
the United Nations. It was several years before disillusion¬ 
ment set in, and only slowly and reluctantly did the American 
people grasp the realities of the postwar divisions and cold 
war rivalries, 

THE PROBLEMS OF RECONVERSION 

Some anxiety was felt about the cessation of war spending 
and the possibility of a return of the depression. These fears 
were groundless, however, for the period since World War 11 
has been one of great economic growth and in general the most 
sustained period of prosperity in United States history. 

Demobilization. In October 1944, the United States changed 
the Office of War Mobilization into the Office of War Mobili¬ 
zation and Reconversion, an agency intended to coordinate 
efforts at reconversion. At the end of the war the govern¬ 
ment hastened to end controls, to terminate war contracts, and 
to convert to peacetime activities. In the postwar reaction, 
amidst gloomy predictions of widespread unemployment, 
glutted markets, and deflation, price controls were dropped, 
taxes were reduced, and new labor legislation was enacted. 
In the years that followed, however, the nation^s most diffi¬ 
cult domestic problem proved to be inflation rather than defla¬ 
tion. The great demand for consumer goods and the continu- 
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ing heavy export trade gave impetus to reconversion, and by 
mid-1947 the transition had been virtually completed. In the 
postwar years the economy expanded rapidly, there was rela¬ 
tively little unemployment, and the country enjoyed pros¬ 
perity. 

Truman’s Domestic Program. Immediately after Japan’s 
surrender President Truman proposed an extensive domestic 
program which involved considerable long-range economic 
planning. Among the proposals which were later called the 
Fair Deal were: (1) an increase in the minimum wage from 
forty to sixty-five cents an hour; (2) broader social security; 

(3) a permanent Fair Employment Practices Commission; 

(4) a full employment program; (5) slum clearance and public 
housing; (6) regional flood control and hydroelectric projects; 
(7) the nationalization of atomic energy; (8) national health 
insurance; (9) federal aid to education; (10) and the St. Law¬ 
rence Seaway. Some of these proposals were enacted into law, 
most were changed through compromise, and others were de¬ 
feated. 

Inflation. Accumulated civilian demand and the continued 
heavy flow of goods abroad caused shortages and price in¬ 
creases. The War Production Board, replaced by' the Civilian 
Production Administration in October 1945, began to lift 
priorities before the war ended, and after V-J Day wartime 
controls and rationing quickly disappeared. 

Congress debated the extension of OPA and price controls 
and finally passed a weak measure that Truman vetoed; thus 
most price controls came to an end in July 1946. Despite 
shortages of some goods and the deliberate withholding of 
goods from the market in expectation of higher prices, the 
cost of living index increased by only 3 per cent between V-J 
Day and July 1946. A sharp increase in prices in July 1946, 
particularly of meat, led to enactment of a weak price control 
bill which was utilized to control meat prices until October 
1946. In November 1946, all controls on prices, except for 
rents, rice, and sugar were discontinued. The postwar efforts 
of the Truman administration to control prices were both 
unsuccessful and productive of much criticism from varied 
sources. 
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Other governmental measures to control inflation, consist¬ 
ing mainly of credit restrictions and wage stabilization efforts, 
were quite inadequate. The wholesale price index (with the 
1935-1939 average as a base of 100) rose from 116.1 in 1946 to 
161.5 in 1955; the retail price index rose from 139.3 to 171.9. 

Industrial Productivity. All branches of the American econ¬ 
omy shared in the general expansion and prosperity of the 
years following World War II. Only a mild and brief reces¬ 
sion was experienced at the end of the war before industrial 
productivity began to take advantage of the great domestic 
demand for consumer goods. The following table provides 
both general and specific indexes of industrial expansion from 
1930-1950. 


INDUSTRIAL GROWTH. 1930-1950 
(Indexes of Production 1947-1949 = 100) 


Year 

Total 

Industrial 

Non¬ 

durable 

Goods 

Durable 

Goods 

Auto¬ 

mobiles 

Television 

Sets 

1930 

49 

51 

45 

56* 

■ ■ • 

1940 

67 

69 

63 

74* 

• • • 

1944 

125 

99 

159 

# » ♦ 

• • « 

1945 

107 

96 

123 

2* 

• • « 

1947 

100 

99 

101 


70 

1948 

104 

102 

104 

93 

• • • 

1949 

97 

99 

95 

122 

217 

1950 

112 

111 

116 

159 

561 


* Estimated. 

Source: Statistical Abstract of the United States, 1957, pp. 484-5. 


The housing and automobile manufacturing industries ex¬ 
panded phenomenally and exerted great influence on the entire 
economy. National production in 1950 was twice as great as 
the average for the years 1935-1939, and the employment index 
(with 1939 as a base of 100) rose to 147.6 in 1949 and then to 
150.6 in 1950. The national income increased from 180.3 billion 
dollars in 1946 to 236.6 billion dollars in 1950; in the same 
period profits after taxes jumped from 13.9 billion dollars to 
22.8 billion dollars, and gross private savings increased from 
29.3 billion dollars to about 38 billion dollars. Important indi¬ 
cations of recent social change have been an increase in the 
percentage of the national income earned by middle-income 
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families and a decrease in the percentage earned by people in 
the highest income brackets. 

Agricultural Productivity. American agriculture responded 
to the stimulus of war demands and experienced prosperity. 
Farm production rose as restrictions of the 1930's were aban¬ 
doned, and farm income reached the record high of over 14 
billion dollars in 1943. Farm prices continued to rise after 
World War II until 1948. American exports of relief ship¬ 
ments of farm goods, financed largely by United States aid 
programs, were largely responsible for the postwar prosperity 
of American farmers. 

Industrial Warfare. Reconversion to a peacetime economy 
was accompanied by a considerable amount of industrial war¬ 
fare. Inflation resulted in much labor unrest. In 1946 there 
were 4,700 strikes, and more man-hours were lost in that year 
than in the entire period of the war. In the fall and winter of 
1945-1946, the United Auto Workers and the United Steel 
Workers struck; in both cases sizeable wage increases and 
other benefits were won by the unions. Sizeable work stop¬ 
pages followed in the electrical, meat packing, and mining 
industries. The Truman administration, utilizing wartime 
powers, effected compromises which gave labor part of what 
it demanded and paved the way for price increases to manu¬ 
facturers and producers. 

Truman’s handling of the railroad strike of May 1946 was 
very displeasing to labor. Upon the threat of a strike, the 
president invoked the Smith-Connally Act and seized the 
railroads. All but two of the brotherhoods accepted the com¬ 
promise worked out. When the engineers and the trainmen 
went on strike, Truman appealed to Congress for extreme 
powers to handle strikes that endangered the public welfare; 
the president requested power to draft strikers into the armed 
forces, to destroy strikers’ seniority rights, and to levy heavy 
fines on union leaders. As the strikers gave in before this pres¬ 
sure, the House of Representatives passed the measure the 
president wanted but the Senate did not act on it. 

A result of widespread antilabor sentiment was the passage 
in July 1947 of the Labor Management Relations Act (the 
Taft-Hartley Act). An aroused Congress overrode President 
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Truman's veto to enact this very controversial measure, which 
was to be a major political issue for years to come. The Taft- 
Ilartlcv Act amended the National Labor Relations Act in 
many respects: unions could now be sued for breach of con¬ 
tract (and for consequent damages) if they participated in 
jurisdictional strikes and boycotts; the closed shop was out¬ 
lawed and the union shop was permitted only under strict 
regulations; unions were forbidden to make contributions for 
political purposes and if any officer were shown to be a Com¬ 
munist were to be deprived of their rights under the Wagner 
Act; a cooling-off period of sixty days was required before a 
strike or a lockout could be called, and the government could 
obtain against a union an injunction which would postpone 
for eighty days any strike that would affect the national health 
or safety. 

AMERICA AND WORLD ECONOMICS 

The United States assumed leadership during and after the 
war in relief and recovery measures and in the promotion of 
greater international economic cooperation. 

Recovery from World War II. The purposes of American 
postwar efforts have been varied: to provide military and 
civilian goods to our Allies; to provide relief and to aid recon¬ 
struction after the war; to aid refugees and displaced persons; 
to resist Communist aggression; to provide technical and 
economic aid for underdeveloped nations; to relieve emer¬ 
gencies arising from natural disasters, etc. In December 1942, 
the United States set up an Office of Foreign Relief and 
Rehabilitation. The next year the United Nations Relief and 
Rehabilitation Administration (UNRRA) was organized with 
each participant contributing 1 per cent of its national income. 
The United States was the largest contributor, providing 72 
per cent originally and 78 per cent later of the total cost. By 
the time UNRRA discontinued operations in December 1947, 
the United States had contributed 2.7 billion dollars. Addi¬ 
tional post-UNRRA interim aid raised the total to 3.S billion 
dollars. The most important aid under this program went to 
eastern Europe, China, Italy, and Austria. 

The International Bank for Reconstruction and Develop- 
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merit, established at Bretton Woods, New Hampshire, in 1944, 
was organized to make capital available for long-term invest¬ 
ment. A related organization, the International Monetary 
Fund, was intended to facilitate international payments. By 
mid-1949 the World Bank had loaned over 700 million dollars 
to eleven nations; by June 30, 1961 the bank liad made loans 
totalling 15.7 billion dollars. Several interim emergency de¬ 
vices were also used immediately after the war; the Export- 
Import Bank of Washington, a United States agency created 
in 1934, was provided with increased resources to aid European 
reconstruction; Great Britain was granted a loan of 3.7 billion 
dollars in 1946. The efforts of these agencies did not fully 
meet the needs of postwar Europe which was demoralized and 
threatened with bankruptcy. 

Continuation of Foreign Aid. Several factors moti\atcd 
the United States to extend its foreign aid commitments: 
(1) inflation reduced the amount of goods that could be ])ur- 
chased with the aid provided; (2) the winter of 1947 left 
western Europe exhausted and on the verge of collapse; (3) 
the aggression of Communist Russia threatened the security 

of central and western Europe. 

Truman Doctrine. Faced with the threat of Communist 
seizures of power in Greece and Turkey, Congress provided 
military and economic aid to these countries in 1947. By 1950, 
629 million dollars had been provided and the Communist 
threat was halted. 

Marshall Plan. In April 1948, the United States set up the 
Economic Cooperation Administration to study the resources 
and needs of European nations and to promote economic in¬ 
tegration among them. In the next three years ECA provided 
12 billion dollars to participating nations. The results were 
gratifying; industrial production in Marshall Plan nations rose 
64 per cent and their economies were stabilized. 

Point IV and Economic Development. In 1949 President 
Truman proposed a plan to provide United States aid to un¬ 
derdeveloped countries. Emphasis was placed on technical 
assistance, especially in the fields of agriculture, public health, 
and education. Most of the aid was made available directly 
to needy nations from the United States. Some assistance was 
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])rovided through such United Nations agencies as the World 
Health Organization (WHO), the Food and Agriculture Or¬ 
ganization (FAO), and the United Nations Educational, Sci¬ 
entific. and Cultural Organization (UNESCO). 

From July 1, 1945 to June 30. 1962 the United States had 
provided military technical and economic assistance to foreign 
countries to the extent of about 100 billion dollars. The figures 
in the following table include expenditures in such multilateral 
jjrograms as NATO, CENTO, and SEATO. 

FOREIGN MILITARY AND ECONOMIC AID BY 

THE UNITED STATES 

July 1, 1945 to June 30. 1962 
(in millions of dollars) 



Economic 

Military 

Total 

Europe 

$28,872.7 

$15,939.8 

$44,812.5 

I'ar East 

13.743.2 

8.417.3 

22,160.5 

Middle East 

6.218.5 

4,550.5 

10,769.0 

South Asia 

6,359.7 

715.8 

7,075.5 

Latin .America 

6,195.5 

616.1 

6,811.6 

Africa 

1,664.7 

112.0 

1,776.6 


Foreign Trade. The important position of the United States 
in the world economy is also to be seen in the character of 
post-war commerce. American exports were supported by the 
extension of loans, credits, and other aid to foreign countries. 
The United States, which at mid-century produced about 40 
per cent of the total world output of goods and services, ex¬ 
ported approximately 20 per cent of the total world exports 
during 1951-1955. While foreign commerce is not so important 
to the United States economy as it is in other countries, some 
American producers depend heavily on foreign markets. The 
value of United States exports in 1960 was (in millions of 
dollars): crude materials, 2,586; food-stuffs, 2,756; manu¬ 
factures, including semimanufactures, 14,958. 

American imports have risen during and after World War 
II: 1941-45, the average value was 3.4 billion dollars; 1946-50, 
6.5 billion; 1954, 10.2 billion; 1957, 12.9 billion dollars. The de¬ 
mands of the domestic market are great and the United States 
is entirely dependent on imports for natural rubber, tin, indus¬ 
trial diamonds, coffee, cocoa, and tea. Also about 90 per cent 
of the nickel, cobalt, chromite, and manganese used by the 
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United States has to be imported. In 1960 imports by cate¬ 
gories were thus valued (in millions of dollars): crude mate¬ 
rials, 3,014; foodstufts, 3,288; semimanufactures, 3,092; finished 
manufactures 5.258. 

Trade Policy. The reciprocal trade agreements program, 
which was begun in 1934, has been continued to date with 
some alterations and has generally worked well. By the origi¬ 
nal law, the President could raise or lower existing rates by 
50 per cent. The agreements that were made contained a 
"most-favored-nation” clause. Congress passed a law in 1945 
authorizing reductions of rates of that date by another 50 per 
cent. In 1955 the President was empowered to reduce duties 
by another 15 per cent. As the program has developed, the 
average of rates has fallen sharply. 

In 1947 a General Agreement on Tariff and Trade, con¬ 
cluded by twenty-two nations at Geneva, represented a new 
and broader approach to freer international trade. Another 
agreement w'as reached in 1952. As a result, by 1957 the 
average ad valorem duties on imports had dropped to 11 per 
cent; the average of duties had been 40.8 per cent in 1908, 27 
percent in 1913, 52 per cent in 1930, and 37.3 per cent in 1939. 

The progress of economic integration in west Europe, ex¬ 
emplified particularly by the European Common Market, 
coupled with the threat of higher tariffs on American goods 
and the loss of European markets for American goods, led to 
the enactment of President Kennedy’s Trade Expansion Act 
of 1962. This measure gave authority: (1) to reduce existing 
tariff duties as much as 50 per cent on categories o ^ items 
(rather than on individual items); (2) to remove uties en 
tirely on categories when the United States and Common Mar¬ 
ket countries together produced 80 per cent of the worlds 
total output; and (3) to provide aid to American companies 
and laborers injured by foreign competition in the home mar¬ 
ket. The Trade Expansion Act by a House amendment re¬ 
fused “most-favored-nation” treatment to any Communist 

country. 

THE ECONOMY AT MID-CENTURY 

The invasion of South Korea by North Koreans begun on 
June 25. 1950, was followed by United States and United Na- 
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tions intervention. This police action lasted three years and 
cost the United States 54.000 lives. 103.000 wounded and over 
90 billion dollars. However, the Korean War did stimulate the 
.American economy and produced a greatly accelerated defense 
program. 

At the end of the Korean action there was a downswing in 
the business cycle which caused concern over the possibility of 
a serious recession. The 19534954 slowup was temporary, and 
the rest of the decade witnessed expansion and prosperity for 
the most part. The following indexes provide basic facts con¬ 
cerning America’s economic growth since World War II. 


POPULATION GROWTH 


Date 

Numbers 
(in millions) 

Per Sq. Mile 

Percent increase 
over last census 

19J0 

122.7 

40.6 

16.1 

1940 

131.6 

43.6 

7.2 

1945 

139.4 



19.^0 

151.7 

49.9 

14.5 

1955 

16.v3 

• 4 ♦ 


1960* 

179.2 

49.6 

19.0 


• Inclu<les Alaska and Hawaii for the first time 


CIVILIAN LABOR FORCE 


Year 

(Tl.F 

(millions) 

Year 

CLF 

(millions) 

1945 

52.8 

1953 

61.9 

1946 

55.3 

1954 

60.9 

1947 

57.8 

1955 

62.9 

1948 

59.1 

1956 

64.7 

1949 

58.4 

1957 

65.0 

1950 

59.7 

1958 

64.0 

1951 

60.8 

1959 

65.6 

1952 

61.0 

1960 

66.4 


SouRct: U. S. Dept, of Commerce 


OUTPUT PER MAN-HOUR 
(1909= 100) 


Year 

Agriculture 

Manufacturing 

Total 

1919 

104.8 

115.0 

112.8 

1929 

114.8 

198.1 

140.3 

1939 

138.9 

232.5 

171.7 

1949 

184.5 

280.1 

209.6 

1959 

342.6 

385.5 

305.6 


Source : U. S. Dept, of Labor 
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AVERAGE HOURLY EARNINGS 1939-1960 


Industry 
or Activity 


Farm 

Textiles 

Lumber products 
Furniture 
Retail trade 
Paper products 
Chemicals 
Machinery 
Telephone 
Bituminous mining 
Automobiles 


Dollars per hour 



CONSUMER PRICE INDEX 



GROSS NATIONAL PRODUCT 


Year 

GNP 

(billion: 

1945 

369.1 

1946 

321.7 

1947 

321.1 

1948 

333.6 

1949 

334.2 

1950 

362.3 

1951 

392.0 

1952 

406.8 


Year 

1951 

1954 

1955 

1956 

1957 

1958 

1959 

1960 


GNP 

(billions) 

425.5~ 

416.8 

449.7 
459.2 

467.8 
459.7 
490.6 
504.4 


(Millions of Dollars) 


Industry _ 

Agriculture, forest, fisheries 
Mining 

Manufacturing 
Wholesale and retail trade 
Transportation 

Services _ 

All industr ies, total_; 

Source : U. S. Dept of Commerce 


1953 

1955 

1957 

1960 

17,498 

5,208 

97.953 

49.753 

15.754 
29.201 

16,084 

5.609 

104,490 

55.000 

15,781 

33.740 

16,365 

6,238 

112,476 

60.350 

17,208 

39,978 

17,161 

5.516 

121,544 

68.768 

17,816 

50,000 

305.573 

330,206 

366.943 

417,054 


i 
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AMERICA’S GREAT ACHIEVEMENT 

Some 350 years after the founding of the first permanent set¬ 
tlement in English America and 180 years after the winning of 
American independence, the United States has become the 
wealthiest and most powerful country in the world. The na¬ 
tion has grown in size to 180 million people; America’s pro¬ 
ductive capacity has risen to first place among the nations. 
Once only an outpost of Western Europe, America has be¬ 
come the great bastion and hope in the struggle for survival 
of western civilization. 

The rapid expansion of American productivity and the 
growth of both national and per capita income have permitted 
the development of a very high standard of living, both quan¬ 
titatively and qualitatively. Not only have economic goods be¬ 
come increasingly available to the people, but Americans have 
also increasingly enjoyed such benefits as better medical care, 
longer life expectancy, extensive educational opportunities and 
more leisure time. These spectacular evidences of progress 
lead to the conclusion that the great achievements of the 
American economy represent one of the greatest success 
stories in human history. 

REVIEW QUESTIONS 

1. Explain the principal problems of the United States during the re¬ 
conversion period. 

2. How did the United States government deal with inflation? How 
successful was this policy? 

3. How successful was organized labor in securing gains for itself im¬ 
mediately after World War II? 

4. Why and how was the Taft-Hartley law passed? How was this a de¬ 
parture from previous policies? 

5. Describe United States contributions to the recovery of foreign na¬ 
tions from World War II. 

6. Explain reasons for and effects of American aid to foreign countries 
since 1945. 

7. Explain trends in American foreign commerce in recent years. How 
has United States trade policy changed since 1945? 



FINAL EXAMINATION 

1. Which of the following did not contribute to the rise of 
modern capitalism? (a) Calvinism (b) revival of trade 

(c) feudalism (d) the nation-state. , , . 

2. What was the most important reason for the niigra ion 
of the greatest number of persons to America. (a) desire 
for religious freedom (b) opportunity to obtain good land 

(c) desire for democracy (d) opportunity for investment 

3. Which of the following was not an important nationa 
purpose of English colonization in America, (a) pro¬ 
curement of raw materials (b) relief of overpopulation in 
England (c) development of American manufacturing 

(d) development of colonial trade. 

4. Which of the following conditions was least 

istic of the economy of New Spam in America. ( ) P 
ternalism (b) free trade (c) the encomienda system (d) 

commercial monopoly. «■ .. r 

5. The colony begun largely through the efforts 
company was (a) Maryland (b) Pennsylvania (c) Rhode 

Island (d) New Netherland. 

6. Which of the following was not ^ Maryland 

colony? (a) Carolina (b) Massachusetts (c) Marylan 

(.) Ne« Pljmo.lh (W N.» York (b) Co, 

necticut (d) Pennsylvania. . ^ . 

8. Which of these factors was least , ^old- 

tenure in colonial New England. (a) , i,i:„,tions 

ings (b) relatively small holdings (c) quitrent obligations 

(d) organization into villages. Virtrinia fb^ 

9. Primogeniture was most common m (a) Virgm a (b) 

Pennsylvania (c) Massachusetts (d) 

New England agriculture? (a) the 

commercial agriculture (c) subsistence farming (d) cul 
tivation of staples. 
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11. Which product was not an important staple of the south¬ 
ern colonies before 1775? (a) tobacco (b) cotton (c) rice 
(d) indigo. 

12. The most serious hindrance to colonial commercial ac¬ 
tivity was (a) inadequate money supply (b) difficulty of 
transport (c) general dislike of English goods (d) in¬ 
sufficient warehouses. 

13. Which of the following was not a part of England’s mer¬ 
cantile policy? (a) the encouragement of colonial pro¬ 
duction of raw materials (b) the exclusion of foreigners 
from the trade of the empire (c) the development of 
colonial self-sufficiency (d) the “enumeration” of vital 
colonial products. 

14. The greatest volume of colonial trade was carried on 
with (a) England (b) France (c) West Indies (d) south¬ 
ern Europe. 

15. The basic reason for the triangular trade of colonial New 
England was (a) hostility toward the mother country 
(b) a great American demand for slaves (c) an opportu¬ 
nity to market tobacco (d) the necessity of paying for 
imports of English goods. 

16. The most widespread opposition to English policy in 
America was aroused by (a) writs of assistance (b) the 
Stamp Act (c) the Sugar Act (d) the Proclamation of 
1763. 

17. Which of the following was not a result of the French 
and Indian War? (a) elimination of France from America 
(b) acquisition of Louisiana by England (c) increased 
expense and administrative responsibility for England 
(d) English determination to revitalize the mercantile 
system. 

18. During the Revolutionary War the Continental Congress 
obtained the most money from (a) foreign loans (b) do¬ 
mestic loans (c) taxation (d) issuance of paper money. 

19. Which of the following was the most basic cause of the 
depreciation of Continental paper money during the 
Revolutionary War? (a) Congress did not impose suffi¬ 
cient taxes (b) inability to secure foreign loans (c) short¬ 
ages of goods (d) the people preferred English currency. 

20. Which of the following important powers did the Conti¬ 
nental Congress lack? (a) to borrow money (b) to make 
treaties and declare war (c) to regulate interstate com¬ 
merce (d) to issue paper money. 
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21. Which line of American economic activity underwent 
the most extensive reorganization immediately after the 
Revolutionary War? (a) commerce (b) agriculture (c) 
finance (d) manufacturing. 

22. Which of the following groups was not prominently asso¬ 
ciated with the agitation for a strong federal government? 

(a) merchants and businessmen (b) large landowners 
(c) followers of Daniel Shays (d) owners of Continental 

paper currency. 

23. Which of the following was not one of Hamilton’s finan¬ 
cial proposals? (a) assumption of state debts (b) non¬ 
payment of arrearages of interest on the national debt 

(c) bimetallism (d) issuance of new government bonds. 

24. In which of the following years was the national debt 
lowest? (a) 1815 (b) 1836 (c) 1801 (d) 1857. 

25. Which was invented first? (a) Jethro Wood’s plow (b) 
Cyrus McCormick's reaper (c) Eli Whitney’s cotton gin 

(d) Morse’s telegraph. 

26. Which of the following was least influential in encourag¬ 

ing the development of cotton production in the period 
1790-1825? (a) development of cotton manufacturing 

(b) technological advances (c) development of a foreign 
market (d) increasing importation of slaves. 

27. Which state was the leading producer of cotton in 1850? 
(a) Mississippi (b) Alabama (c) South Carolina (d) 
Georgia. 

28. Which port handled the greatest amount of cotton in 
1860? (a) New Orleans (b) Charleston (c) Memphis 
fd) Mobile. 

29. About how many slaves were there in the South in 1860? 

(a) ZYi million (b) 3 million (c) 3^^ million (d) 4 million. 

30. In which of the following decades did the largest number 
of immigrants arrive in the United States? (a) 1820’s 

(b) 1830’s (c) 1840’s (d) 1850's. 

31. During the period 1820-1860, the largest increase in the 
number of workers occurred in (a) manufacturing and 
mechanic arts (b) agriculture (c) domestic and personal 
service (d) professions. 

32. The first organizations of American workers were formed 
by the (a) farmers (b) skilled workers in the trades (c) 
seamen (d) unskilled laborers. 

33. Which of the following was not a pre-Civil War gain of 
labor? (a) a 10-hour work day was established for gov- 
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ernment employees (b) the right to strike for lawful 
purposes was recognized (c) wages rose about 100 per 
cent during the period 1800-1860 (d) the use of injunc¬ 
tions against unions was forbidden by law. 

34. Which of the following was not included in the Gallatin 
Plan? (a) federal construction of canals (b) a north- 
south turnpike from Maine to Georgia (c) federal aid to 
railroad projects (d) East-West turnpikes. 

35. From which of the following did the railroads receive 
the most public aid in the period before the Civil War? 
(a) local governments (b) the states (c) the federal 
government. 

36. The best commercial route to the interior was controlled 
by which city in the second quarter of the 19th cen¬ 
tury? (a) Philadelphia (b) Boston (c) New York (d) 
Charleston. 

37. The trend of federal land policy in the period 1783-1860 
was to (a) lower the price and the minimum acreage 
that could be bought (b) raise the price and the mini¬ 
mum acreage (c) raise the price and reduce the acreage 
to be sold (d) reduce the price and raise the minimum 
acreage. 

38. During the period 1783-1815, which of the following did 
not discourage the development of manufacturing in the 
United States? (a) dependence on Europe (b) scarcity of 
labor (c) lack of capital (d) European wars. 

39. What was the principal cause of the South’s failure to 

develop industry before 1860? (a) the South invested 

surplus capital in northern manufacturing or in foreign 
industry (b) the South lacked the necessary raw materi¬ 
als (c) the South had little surplus capital for investment 
in manufacturing (d) there was an inadequate supply 
of labor in the South. 

40. The first successful textile mill in America was founded 
by (a) Patrick Tracy Jackson (b) Samuel Slater (c) Paul 
Moody (d) Francis Cabot Lowell. 

41. Which of the following was not an advantage of corporate 
form of business ? (a) unlimited liability (b) broadly dis¬ 
tributed ownership (c) ability to attract large funds (d) 
a greater degree of permanence than in other forms of 
organization. 

42. Which of the following ranked first in value among man- 
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ufactured products in 1860? (a) iron products (b) woolen 

goods (c) flour (d) cotton goods. 

43. Which of the following did not contribute to commercial 

expansion during the period 1789-1807? (a) the opening 
of trade with new areas (b) the outbreak of European 
war (c) the increase of American tonnage registered for 
foreign trade (d) English Orders in Council. ^ 

44. The expansion of American trade in the 1840's and 1850 s 
was encouraged by (a) the demise of the Second Bank of 
the United States (b) the increasing production of woolen 
goods for export (c) European wars and revolutions (d) 

the invention of the typewriter. 

45. The United States financed its excess of imports over 
exports in the pre-Civil War period in several ways. 
Which of the following was not one of those ways? (a) 
specie exports (b) investment of surplus American funds 
abroad (c) performance of various services (d) earnings 
of foreign investments in America. 

46. Our most valuable foreign trade in the pre-Civil War 
period was with (a) England (b) France (c) Cuba (d) 
British North America. 

47. Next to raw cotton the most valuable American export in 
1860 was (a) cotton manufactures (b) tobacco (c) wheat 
and flour (d) lumber and wood manufactures. 

48. The most valuable American import in 1860 was (a) 
coffee (b) woolens (c) sugar (d) cotton manufactures. 

49. The period 1792-1834 is known as the silver period of our 
monetary history because (a) silver dollars were minted 
throughout the period and served as the principal coins 
of the country (b) overvalued silver coins drove gold out 
of circulation (c) the market ratio of gold to silver rose 
higher than the fixed mint ratio (d) there was a great 
shortage of gold. 

50. Which of the following was not one of the functions of 
the Bank of the U. S. as proposed by Alexander Hamil¬ 
ton? (a) to create a safe depository for government 
funds (b) to establish a central financial institution sep¬ 
arated from commercial banking (c) to provide a fiscal 
agent for the government (d) to establish an agency em¬ 
powered to issue paper money. 

51. The period of the panic of 1819 was characterized by 
(a) general expansion of English loans and credits to 
American businessmen (b) depression in manufacturing 
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enterprises but continued prosperity for American agri¬ 
culture (c) the extension of loans by the Bank of the 
United States to relieve business distress (d) widespread 
unemployment and imprisonment for indebtedness. 

52. Which of the following was not a contributing factor in 
the economic expansion of the 1830's? (a) an increase in 
the supply of loanable capital (b) the distribution of the 
entire Treasury surplus in 1837 (c) speculation in land 
(d) easy credit policies. 

53. A pre-Civil War southern economic condition was that 
of (a) a scarcity of labor and capital (b) broad distribu¬ 
tion of money income (c) rapidly growing cotton textile 
manufacturing (d) an active shipping enterprise. 

54. The most important issue in the North-South antagonism 
in the generation before the Civil War was that of (a) 
federal support of internal improvements (b) the exten¬ 
sion of slavery in the territories (c) free silver (d) a lib¬ 
eral homestead policy. 

55. Which of the following arguments was the most basic 
factor in the South’s opposition to the tariffs of 1828 and 
1832? (a) the tariffs violated states’ rights (b) high 
duties on cotton and tobacco would hurt the South’s 
export business (c) it was highly probable that the 
North intended to abolish slavery (d) the tariff would 
raise the prices of manufactured goods. 

56. The South expected to benefit during the Civil War from 
the fact that (a) the South produced over one-half of the 
nation’s wealth (b) two-thirds of the real property of the 
country was in the South (c) European governments 
generally sympathized with the South (d) over one-half 
of the nation's railroad mileage was in the South. 

57. Northern agricultural production during the Civil War 
was not increased by (a) the Homestead Act (b) labor- 
saving machinery (c) the loss of southern markets (d) 
an unusual demand for goods at home and abroad. 

58. Northern labor was generally at a disadvantage during 
the Civil War because (a) wages rose somewhat more 
slowly than prices (b) the government was very hostile 
to labor organization (c) conversion to war production 
resulted in considerable unemployment. 

59. The Union government raised the greatest amount of 
money to finance the Civil War through (a) loans (b) 
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increased taxes (c) issuance of paper money (d) sale of 


property. 

60. The South suffered the greatest loss of capital during 
and immediately after the Civil War through (a) seizure 
of plantations by the Union government (b) destruction 
of property by Union armies (c) abolition of slavery (d) 
loss of foreign commerce. 

61. Which of the following acts provided for the establish¬ 
ment of public agricultural colleges? (a) Homestead Act 
(b) Morrill Act (c) Timber Culture Act (d) Carey Act. 

62. Which of the following statements does not apply to agri¬ 
cultural history during the period 1860-1910? (a) the 
acreage under cultivation quadrupled (b) the value of 
farm property increased five-fold (c) the number of farms 
was tripled (d) the production of leading crops increased 

substantially. . 

63. The mechanization of agriculture during the period 1860- 
1910 resulted in (a) a decrease in the farmer's real in¬ 
come (b) a decline in per capita production of farm 
products (c) the cultivation of less marginal land (d) 
a reduction in the number of workers required m farming 

64. Scientific farming was not encouraged during the period 
1860-1910 by (a) the development of agricultural educa¬ 
tion (b) increased public aid and interest (c) the existence 
of much unoccupied cultivable land throughout the period 
(d) the development of keen competition in a period of 


declining prices. . .1 * 

65. Which of the following contributed 

agrarian discontent during the period 1865-1900? (a) 
foreign competition damaged the farmer s home market 
(b) iLreased productivity resulted in farm surpluses and 
Ulining prices (c) liberal credit policies encouraged 
farmer indebtedness (d) the resumption of free and un- 
limited coinage of silver. 

66. Which of the following was not a part of the <>' 

the Grange? (a) public regulation of railroads (b) free 
silver (c) farmer co-operatives (d) farmer-owned har- 

vester works and plow factories. .... ^ ^ 

67. Three of the following were advocated m the Platform 
of the People’s Party in 1892. Which was not? (a) ssu- 
ance of greenbacks (b) a graduated income tax (c) re¬ 
moval of public land from control by the railroads (d) 
governmental ownership of railroads. 
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68. Which of the following acts extended the authority of 
the Interstate Commerce Commission over telephone and 
telegraph companies? (a) the Mann-Elkins Act (b) the 
Hepburn Act (c) the Elkins Act (d) the Physical Valu¬ 
ation Act. 

69. The holdings of foreign investors in American securities 
in 1914 were worth about (a) 1 billion dollars (b) 
billion dollars (c) 5 billion dollars (d) 7 billion dollars. 

70. Which of the following was not an encouragement to 
industrialism in America after the Civil War? (a) tech¬ 
nological advance (b) expansion of the railroad system 

(c) an abundance of natural resources (d) a scarcity of 
domestic capital. 

71. The history of labor in the United States during the 
period 1860-1900 was characterized by (a) a three-fold 
increase in the number of employed persons (b) an in¬ 
crease in the proportion of agricultural labor (c) a de¬ 
crease in the proportion of non-agricultural labor. 

72. The value of American manufactures exceeded the value 
of agricultural products in (a) 1880 (b) 1890 (c) 1900 

(d) 1910. 

73. A number of industries developed in the Middle West 
after the Civil War. Which of the following was not 
an important industry in that area? (a) iron and steel 

(b) small-metal manufactures (c) meat-packing (d) 
flour-milling. 

74. After the Civil War southern New England specialized 
in the manufacture of (a) Jewelry (b) farm machinery 

(c) railroad locomotives (d) petroleum products. 

75. Which of the following industries did not develop im¬ 
portantly in the Far West? (a) lumbering (b) petroleum 
refining (c) canning of food products (d) iron and steel. 

76. Notable development took place in which of the follow¬ 
ing industries in the South after the Civil War? (a) lum¬ 
bering (b) woolen textiles (c) meat-packing (d) printing 
and publishing. 

77. The percentage of industrial power provided by elec¬ 
tricity in 1940 was roughly (a) 30 per cent (b) 40 per cent 
(c) 50 per cent (d) 60 per cent. 

78. The energy pattern in the twentieth century has been 
characterized by (a) the continued dominance of coal as 
an energy source, but a relative decline in the importance 
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of coal (b) the rising importance of electricity, two- 
thirds of which has been consistently derived from water 
power (c) rapid growth in the importance of petroleum 
until World War 11 and steady decline thereafter (d) 
the elimination of natural gas as an important energy 

source. 

79. Which of the following industries held first place in the 
monetary value of its production in 1860? (a) iron and 
steel (b) flour-milling (c) cotton textiles (d) meat-pack¬ 
ing (e) railroad equipment. 

80. The industry which ranks first today in the monetary 
value of its production is (a) flour-milling (b) chemicals 
(c) products of steel works (d) railroad equipment (e) 

meat-packing. 

81. Textile manufacturing since the Civil Was has been 

accompanied by (a) a decline in the number of southern 
cotton mills, but a sharp increase in the amount of pro¬ 
duction (b) an increase in the output of the woolen in¬ 
dustry which has generally ranked second to cotton in 
monetary value of its production (c) the absence of tariff 
protection for all textiles but woolens (d) a more rapid 
increase in the production of woolen goods ^ 

production of any other textile during the period 1865- 


1914. , ^ . 

82. In 1890 which of the following forms of business com¬ 
bination was outlawed? (a) the merger (b) the holding 
company (c) the trust (d) the cartel. 

83. The form of combination in which the stock of a number 
of corporations was turned over to a board of trustees 
to effect unified management was known as (a) the trust 
(b) the holding company (c) the merger (d) pool. 

84. A company that owns a controlling share of the stock 
of subsidiary corporations in a single t^oe of business is 
known as (a) a trust (b) a pool (c) a holding company 

(d) a merger. , ^ ^ ^.i. u • 

85. Which of the following was not an advocate of the busi¬ 
ness philosophy of Herbert Spencer. 

mans (b) J. B. Clark (c) W. G. Sumner (d) H. D. Lloyd. 

86. Which of the following was demanded most frequently 
by American businessmen even though it was contradic¬ 
tory to the general belief m laissez-faire, (a) a central¬ 
ized banking system under private control (b) "on-mter- 
ference with business combinations (c) the protective 



254 


Final Examination 


tariff (d) government regulation of railroads to eliminate 
discriminatory practices. 

87. Which of the following acts determined that the word 
person was to apply to corporations as well as to individ¬ 
uals? (a) Sherman Antitrust Act (b) Hepburn Act 
(c) Federal Trade Commission Act (d) Clayton Anti¬ 
trust Act. 

88. The largest number of prosecutions under the Sherman 
Antitrust Act took place in the administration of (a) 
T. Roosevelt (b) W. McKinley (c) W. H. Taft (d) W. 
Wilson. 

89. The dissolution of which of the following was not ordered 
by the United States Supreme Court? (a) United Shoe 
Machinery Company (b) Standard Oil of New Jersey 
(c) Northern Securities Company. 

90. Which of the following factors did not encourage the 
organization of labor unions in the period after the Civil 
War? (a) the concentration of labor in urban centers 

(b) fear of the effects of mechanization (c) the existence 
of a public opinion which generally favored labor or¬ 
ganization (d) the development of huge impersonal 
corporations. 

91. Which of the following factors did not contribute to the 
rapid decline of the Knights of Labor? (a) T. V. Pow- 
derly was not an aggressive leader (b) association with 
the Haymarket riot caused public disapproval (c) the 
union obstinately refused to compromise and engaged in 
too many strikes (d) the union operated for about a 
decade as a secret society. 

92. Which of the following statements was true about the 
American Federation of Labor in the 19th century? 
(a) it was a federation of industrial unions (b) it gave 
official support to the Democratic Party (c) it favored 
avoidance of association with radicalism (d) it made a 
constant effort to unionize unskilled laborers. 

93. In the period 1865-1913 the per capita real income of the 
United States rose about (a) 100 per cent (b) 75 per cent 

(c) 50 per cent (d) 25 per cent. 

94. Which of the following was not an important gain of 
labor in the period before World War I? (a) limitation 
of child labor by Congressional action (b) establishment 
of an eight-hour day for federal government workers 
(c) relative decline in the number of child laborers in the 



early twentieth century (d) minimum-wage legislation 
for women workers in Massachusetts. 

95 The expansion of American foreign commerce during the 
period 1860-1914 was encouraged by (a) declining agri¬ 
cultural production which permitted greater attention to 
industrial expansion (b) development of an American 
merchant marine large enough to handle the increased 
volume of trade (c) improvement of banking and credit 
facilities which made the financing of foreign trade easier 

(d) a low United States tariff. 

96. Which of the following statements is true about Ameri¬ 
can foreign commerce in the period 1860-1914? (a) in¬ 
creasing exports greatly exceeded increasing imports (b) 
a remarkable degree of self-sufficiency permitted the 
nation to import less and less (c) the monetary value of 
exports of manufactured items was greater than the value 
of agricultural exports throughout the period (d) the 
importation of raw materials declined. 

97. In the period 1860-1914 about what proportion of Ameri¬ 
can ocean-borne commerce was handled by American 
ships? (a) 100 per cent (b) 75 per cent (c) 25 per cent 


(d) 10 per cent. , . j *.• 

98. Which of the following represented the most drastic 

change in the United States policy ( 

(a) the Dingley Tariff (b) the Payne-Aldr.ch Tar^ (c) 
the Underwood-Simmons Tariff (d) the McKinley Tan . 

99. Which of the following was referred to as the crime o 
73”? (a) demonetization of silver (b) the Specie 
sumptiL Act (c) the Bland-Allison Act (d) the panic of 


1873 

100. In 1873 there was little immediate opposition to the dis¬ 
continuance of bimetallism because (a) silver was unde 

valued at the United States mint (b) 
were not in favor of inflation at that time (c) by the te^s 
of the Bland-Allison Act the government was °hhga ed 
to buy as much silver as under the bimetallic system (d) 
the pi-oduction of silver had been steadily dechning. 

101. In the 1870's the demand for ‘he resumption of ^her 

coinage arose because (a) the market 
terms of gold was increasing b) western armers be¬ 
lieved that silver coinage 16 to 1 

commercial ratio of silver to gold had risen above 16 to 1 

and it would have been profitable to com silver at the 
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mint ratio (d) businessmen in general wanted a large 
volume of currency in circulation. 

102. Which of the following statements was not true about 
the National Banking system in the early period of its 
existence? (a) the comptroller of the currency was re¬ 
sponsible for investigation and approval of applicants for 
membership (b) the banks had limited liability (c) capi¬ 
talization was determined by the size of the city in which 
each bank was located (d) charters were limited to a 
period of 20 years. 

103. Which of the following trends indicates directly that the 
standard of living in the United States rose from 1860 to 
1914? (a) the phenomenal expansion of industry (b) in¬ 
creasing economic concentration (c) per capita real in¬ 
come more than doubled (d) the growth of the national 
income. 

104. Three of the following were basic purposes of the “new 
imperialism.” Which was not? (a) promotion of national 
security (b) procurement of vital resources (c) control 
of overseas markets (d) procurement of foreign capital 
for domestic investment. 

105. In 1897 the largest foreign investments of the United 
States were in (a) Europe (b) Mexico (c) Canada and 
Newfoundland (d) Asia. 

106. In 1914 the largest foreign investments of the United 
States were in (a) Europe (b) Canada and Newfound¬ 
land (c) Cuba and the West Indies (d) South America. 

107. Which of the following was not annexed by the United 
States at the end of the Spanish-American War? (a) 
Cuba (b) Puerto Rico (c) Guam (d) Philippine Islands. 

108. Three of the following were principles of the Open Door 
policy. Which was not? (a) no power should interfere 
with any treaty port or vested interest within its sphere 
of influence in China (b) the Chinese tariff should apply 
within the foreign powers' spheres of influence (c) 
foreign powers should withdraw from leaseholds in 
Marichuria (d) no power should discriminate against 
foreigners in determining harbor and railroad charges 
within its sphere of influence. 

109. Which of the following was not a means of financing 
World War I used by the United States? (a) sale of 
bonds (b) an income tax (c) issuance of paper money 
(d) excise taxes. 
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no. The most important method of financing World War I 
used by the United States was (a) procurement of foreign 
loans (b) increased taxation (c) increased tariff rates 

(d) domestic loans. ^ 

111. Despite problems of reconversion after World War I, 
the United States experienced prosperity until the middle 
of 1921. One of the reasons for this was (a) war produc¬ 
tion continued at a high level (b) while foreign demand 
for American goods declined, civilian production in¬ 
creased (c) government spending continued at a high 
level (d) labor made spectacular gains in the postwar 

period. . . , 

112. Which of the following did not contribute importantly 

to industrial expansion during the period 1923-1929? (a) 

increasing automobile production (b) increasing pur¬ 
chasing power of the agricultural population (c) growth 
of the construction business (d )expansion of the electri¬ 
cal industry. 

113. Organized labor lost strength in the 1920 s partly because 
(a) laissez-faire was abandoned (b) the prolonged defla¬ 
tion was accompanied by declining wages (c) welfare 
capitalism" declined in this decade (d) the government was 
unsympathetic to labor. 

114 Which of the following was an important economic force 
or condition in the 1920’s? (a) the general adoption of 
low tariffs (b) the increase in American consumption but 
at a slower rate than the increase in productivity (c) the 
decrease in bank borrowings of American stock brokers 
during the period 1927-1929 (d) expansion of the purchas- 
ing power of American agriculture. 

115. In the period 1929-1932 the total national income de¬ 
clined from an estimated $85 billion to about (a) $55 bil¬ 
lion (b) $47 billion (c) $25 billion (d) $37 billion. _ 

116. Three of the following policies were utilized during the 
Hoover administration. W'^hich was not? (a) the Presi¬ 
dent’s Committee for Unemployment Relief (b) increased 
expenditures for public works (c) the Reconstruction 
Finance Corporation (d) the Civilian Conservation Corps. 

117 The first Agricultural Adjustment Act gave the president 
authority to (a) issue up to 5 billion dollars of legal- 
tender United States notes (b) coin an unlimited amount 
of silver at any ratio to gold which might be decided 
upon (c) reduce the gold content of the dollar up to 60 
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per cent (d) control the prices of goods purchased by the 
farmers. 

118. Which of the following agencies was created primarily 
to regulate the sale of stocks and bonds? (a) SEC (b) 
FCC (c) ICC (d) NRA. 

119. Three of the following characterized the 1930’s. Which 
did not? (a) restriction of speculative expansion of banks 
in the Federal Reserve system (b) the abandonment of 
silver purchases by the government (c) the development 
of federal hydroelectric projects (d) the adoption of 
federal minimum-wage legislation. 

120. Which of the following agencies was most active in the 
promotion of rural resettlement? (a) Agricultural Ad¬ 
justment Act (b) Farm Credit Administration (c) Farm 
Securities Administration (d) Reconstruction Finance 
Corporation. 

121. By 1939 the national debt had risen to about (a) $25 bil¬ 
lion dollars (b) $30 billion dollars (c) $35 billion dollars 
(d) $40 billion dollars. 

122. In the 1920’s American foreign investments (excluding 
government loans) increased about (a) $10 billion (b) 
$5 billion (c) $20 billion (d) $15 billion. 

123. In the 1930’s foreign nations found it difficult to meet 
their obligations to the United States because (a) the 
United States tariff duties were high (b) the American 
merchant marine provided greater competition for 
foreigners than previously (c) the United States de¬ 
faulted in payment of foreign debts (d) American in¬ 
vestments abroad increased. 

124. Which of the following statements represented the most 
common attitude of the people of the United States re¬ 
garding American loans to Europe during World War I? 
(a) the United States should cancel the debts (b) the 
United States should agree to debt reduction but insist 
on the general principle of repayment (c) the United 
States should demand that the Allies turn over German 
reparations payments to it (d) the United States should 
strictly oppose the postponement of debt payments. 

125. Through which of the following did the United States 
raise the most money during World War II? (a) in¬ 
creased taxation (b) paper money (c) foreign loans (d) 
domestic loans. 
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